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PUBLIC AND PRIVATE DEBT SHIFT 


HE major shift which has occurred 

in the composition of our public com- 
pared to private debt will affect the earn- 
ings position of banks and institutional 
investors, since they are the major hold- 
ers of these relatively low interest paying 
investments. Moreover, it becomes im- 
perative that low interest rates be con- 
tinued so that the value of the securities 
held by these institutions does not decline 
to a point which might threaten their 
solvency. 

The total volume of private debt has 
remained relatively unchanged during 
this war in contrast to the sharp increase 
which developed in World War I. (See 
p. 193.) From the end of 1916 to the end 
of 1918, the volume of private debt in- 
creased by almost $10 billion, while in 
1919 an additional $8 billion of debt was 
incurred. At the end of 1943, private 
debt aggregated $111.7 billion or only $1 
billion more than at the end of 1939 and 
almost $8 billion less than at the end of 
1941. 

During this same period, however, the 
debt of the federal government expanded 
by $112 billion, of which $100 billion took 
place in 1942 and 1943. As a result of 
this unprecedented expansion in the fed- 
eral debt, its relative importance in- 
creased from about 22% of the total in 
1939 to 54% of the total in 1943. In other 
words, at the end of 1943, more than one- 
half of the outstanding net public and 
private debt was represented by obliga- 
tions of the federal government. If state 
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and local government securities are in- 
cluded, the total government debt is ap- 
proximately 50% greater than the total 
private debt. 

Corporate long term debt has declined 
by $1.6 billion since 1939. This decline 
during the war years, when taken to- 
gether with other developments noted be- 
low, indicates that the financial position 
of American industry will be sharply im- 
proved when hostilities cease. As a re- 
sult of the policy of retaining about 50 
per cent of earnings in the business, the 
inability to utilize fully depreciation re- 
serves, the accumulation of special war 
time reserves, and the tax laws which 
provide for refunds under certain condi- 
tions, the liquid position of American in- 
dustry has improved considerably. While 
these may be inadequate in some indus- 
tries, they do reflect an overall improve- 
ment in the position of industry—the full 
significance of which will be affected by 
the magnitude of the reconversion and 
post-war employment problems. (See 
Trusts and Estates, July 1944, p. 8.) 

This development may have an impor- 
tant bearing on the financing of post-war 
expansion. Industry will be in a strong 
position to float new securities to finance 
the expansion in activity which will be so 
urgently needed to provide jobs for all. 
Investors, on the other hand, will have a 
larger cushion and, hence, given the 
proper economic and political environ- 
ment will be more willing to place their 
funds in industry. 
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TEAMPLAY FOR RECONVERSION 


UR war program, featured by a ser- 

ies of internal conflicts between key 
administrators of government agencies, 
hit a new snag with the resignation of 
C. E. Wilson as vice chairman of the War 
Production Board. In his letter of resig- 
nation, Mr. Wilson emphasized that pub- 
lic criticism of his activities in the Board 
were “inspired by subordinate officers of 
the Board connected with the personal 
staff of Mr. Nelson.” It has been difficult 
to measure the effect of such dissension 
upon our war production, because the 
output of our factories and mines was in- 
creasing at such a record rate. It is cer- 
tain, however, that such conflicts between 
key administrators as well as those which 
have developed between different agen- 
cies have meant that war production 
would have been still greater had these 
feuds been avoided. The keynote of our 
war administration has been the conflict 
or indefiniteness of jurisdiction in im- 
portant posts. 

As we move into the period of recon- 
version, the importance of more effective 
teamplay than has prevailed in the past 
will become increasingly evident. Battles 


$35. A WEEK SUBSIDY 


EMANDS for unemployment com- 

pensation ranging from $20 for a 
single worker to $35 for a worker having 
three dependents, up to 75% of the work- 
er’s base pay, embodied in the Murray- 
Kilgore Bill, were rejected by the Senate 
in favor of the more moderate George 
Bill, which limited such unemployment 
payments to those now provided in the 
various state laws. Despite such rejection, 
and in view of continued pressure by or- 
ganized labor and other groups, it is of 
considerable interest to examine exactly 
what unemployment compensation of $35 
per week actually means. According to 
chairman Altmeyer of the Social Security 
Board, the cost of the Murray-Kilgore 
measure would be more than $10,000,- 
000,000 during the two years following 
the end of the war, if we had a peak of 
eight million unemployed. 


between war agencies for a pre-eminent 
position in reconversion policy-making 
and the inevitable delays which attend 
the failure to coordinate such policies, 
will all be reflected in unemployment. 
Time will be the most precious commod- 
ity we have during this period. Any- 
thing which causes a loss of time in de- 
termining and carrying out the requisite 
policies will serve to set in motion cumu- 
lative forces which will aggravate the un- 
employment that inevitably will develop 
as the economic system suffers the shock 
of sudden elimination of billions of dol- 
lars of war orders. Conflict between 
agencies concerned with reconversion 
seems unavoidable under the present ar- 
rangement, which scatters responsibility 
among a large number of agencies, many 
of which have overlapping authority. The 
current opposition of the War Manpower 
Commission and its virtual veto power 
over the preliminary reconversion plans 
of the War Production Board is a good 
case in point. The seeds are now being 
planted for the type of post-war world 
which will developed. Lack of teamplay 
will result in a harvest of unemployment. 


TO UNEMPLOYMENT 


Thirty-five dollars per week is equal 
to $1820 a year, which compares with 
average annual earnings for workers in 
manufacturing industries of $1359 in 
1939 and $2351 in 1943. The large in- 
crease in the latter year reflected primar- 
ily the relatively high salaries and over- 
time paid in war industries. The aver- 
age for non-war industries was $1804, or 
actually lower than the amounts proposed 
to be paid as unemployment compensa- 
tion. If we examine the record for par- 
ticular industries, the magnitude of this 
$35 proposal becomes even more start- 
ling. Thus, in May of 1944 (the last 
month for which data are available) 
earnings in the non-durable goods indus- 
tries averaged $37.04 per week. In each 
of the following industries, average earn- 
ings were less than $35 a week: cotton 
manufacturers, silk and rayon, men’s 
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clothing, women’s clothing, leather and 
leather products, canning and preserving, 
tobacco manufacturers, lumber and tim- 
ber, and retail and wholesale trade. In 
other words, $35 a week not only is in ex- 
cess of the average earnings of manufac- 
turing workers before the war, but is also 
a larger amount than is earned by a con- 
siderable portion of our working popula- 
tion even in the present times. 

Beyond a doubt, if unemployment com- 
pensation payments of that proportion 
were adopted large numbers of persons 
would find it more profitable not to work 
than to seek employment, and a consider- 
able number would find that there would 
not be much additional income if they 
did accept jobs. Moreover, the emphasis 
upon such large unemployment payments 
overlooks the fact that workers in war 
industries have received high wages dur- 
ing the war and presumably have been 
able to set aside reserves which can be 
used to supplement their unemployment 
insurance payments from the _ states 
should they become unemployed. Here 
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we have another illustration of organ- 
ized labor pressing for an undue propor- 
tion of the national income, and for fav- 
ored treatment. This is as inimical to 
labor as to any other group, for the work- 
ing population would have to carry a 
lion’s share of the cost. These proposals 
for exorbitant unemployment payments 
will undoubtedly recur. Certain sections 
of the press describe the Murray-Kilgore 
Bill as a liberal measure; this phrase is 
well chosen, if they mean liberal with 
other people’s money. Any unemploy- 
ment compensation above subsistence lev- 
els will only encourage idleness—and ab- 
senteeism—unless it is predicated on 
some restrictions related to availability 
of suitable jobs. 


0 


“It is a peculiar phenomenon of this war 
that capital is shouldering most of the 


weight, while the middle and working - 


classes are seizing the opportunity to im- 
prove their economic condition.” 


—Dr. Carlos Arenas y Loayza, 
Peruvian Ambassador to Columbia. 
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VERTIME payments have been an 

important source of wartime earn- 
ings to many workers—particularly in 
war industries. As production goals are 
attained and war orders are cut back, it 
seems certain the first adjustment will be 
to reduce or eliminate overtime in order 
to retain as many of the working force as 
possible. But this action will mean a 
considerable reduction in earnings. Thus, 
a man working 48 hours is paid for 52 
hours (because of the time and a half for 
the eight hours in excess of 40); the 
elimination of this overtime means a re- 
duction of 23% in his total earnings. 


The Department of Commerce has es- 
timated that the total overtime bill in 
1943 was about $12 billion or 13.4% of 
the wages and salaries received. In some 
industries the proportion was consider- 
ably in excess of this rate: machinery 
(27.1%), transportation equipment 
(24%) and iron and steel (22.5%). In 
other categories, overtime payments have 
played a minor role: state and local gov- 
ernment (4%), trade (5%), textile, 
clothing and leather goods (8.7%). 

While there will undoubtedly be some 
hardship cases, a few comparisons indi- 
cate that this adjustment can be borne 
without harmfully affecting the command 
over goods by the wage earning popula- 
tion. Individual savings have been es- 
timated at $37 billion for 1943, or three 
times as great as the earnings derived 
from overtime. The excess of current in- 
comes after personal taxes over the avail- 
able supply of goods has been estimated 
at about $35 to $40 billion. Thus, the 
elimination of overtime payments would 
cut this gap by about a third and reduce 
the pressure for price rises. If it is as- 
sumed that other income payments de- 
cline pro rata with wages, the total reduc- 
tion would be about $17 billion or almost 
half the gap. In terms of the entire econ- 
omy this would be a favorable rather 
than unfavorable development since it 
would represent a reduction in the output 
of war goods. 

In some instances where the reduction 
in earnings would cause hardship, it is 
certain that war bond purchases will be 
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$12 BILLION OF OVERTIME PAYMENTS 


reduced. An individual who has been buy- 
ing bonds with 10% of his earnings and 
who was working eight hours overtime 
could offset 43% of his reduced income by 
stopping the purchase of war bonds, and 
would probably do so; an additional 23% 
would represent the reduction in his in- 
come tax liability because of the lower 
earnings. Thus, there would be a re- 
duced flow of funds to the government be- 
cause of smaller bond purchases and re- 
duced tax receipts. This diversion of 
funds from the government will not re- 
sult in an increase in deficit financing. 
On the contrary, it will be accompanied 
by a decrease in such financing, since it 
will take place at a time when govern- 
ment expenditures will be declining; in 
fact, this decline will be a cause for the 
reduction in job opportunities. 


The major labor unions, in anticipa- 
tion of this development, have been seek- 
ing higher wages and a guaranteed an- 
nual wage. Such increases would mean 
more pay for the same or less work and 
would saddle industry with an unbearable 
burden of costs for the post-war period— 
and the consumer with higher prices. 
While the reduction of opportunities to 
work overtime will mean a loss of earn- 
ings to these groups, the very nature of 
the payments indicated they were tem- 
porary rather than permanent and hence 
there is no basis for offsetting increases 
in compensation at this time. There is a 
distinction between war emergency and 
peacetime conditions. The above data 
indicate clearly that this reduction in 
earnings caa be absorbed without upset- 
ting our economy since, to a large extent, 
it represented excess purchasing power. 


Banks to Redeem Bonds 


Beginning October 1st, all banks and trust 
companies may, upon obtaining permission 
from the District Federal Reserve Bank, 
cash war bonds. Under the new regulations 
on redemptions, the transaction can be com- 
pleted in a single visit. The government 
will pay the bank 15c each for the first 1,000 
bonds cashed, 12c for the next 1,000 and 10c 
thereafter. The banks assume responsibil- 
ity for paying to the rightful owners. 
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MISLEADING STATISTICS — SURPLUS WAR SUPPLIES 


STIMATES of government owned 

war supplies and property have var- 
ied from $75 to $125 billion with one de- 
tailed estimate of $112 billion. Many 
persons have used these figures as the 
basis for optimistic predictions of size- 
able reductions in our national debt 
which will probably reach the neighbor- 
hood of $300 billion before this war is 
finally liquidated. These estimates of 
debt reduction have ranged up to $50 
billion. The fact is, however, that the 
net proceeds from the sales of govern- 
ment owned plants and surplus supplies 
will be only a small fraction of the na- 
tional debt. An analysis of our surplus 
supplies indicates clearly that only a 
small part will be salvageable. Guns, am- 
munition, combat equipment, and radio 
equipment account for $18 out of the 
$112 billion. Aircraft account for an ad- 
ditional $26 billion and nonindustrial 
facilities such as troop housing, airfields, 
etc. aggregate $24 billion. No appre- 
ciable yield can be anticipated from the 
sale of the above items. 


Last month in Trusts and Estates we 
presented an analysis showing that the 
major part of the government owned 
plant was not useful for civilian produc- 
tion and that only about one-third of the 
$15 billion invested in these facilities 
would be available for civilian use. Of 
the $18 billion of supplies which are clas- 
sified as “potential civilian supplies,” 
more than $7 billion are held in foreign 
countries and will probably be used for 
rehabilitation purposes. Of the $11 bil- 
lion held in this country, almost $4 bil- 
lion represented goods in process most of 
which will have a small salvage value at 
best. A careful evaluation of the avail- 
able data, therefore, indicates that a 
maximum of $15 to $20 billion of our 
surplus supplies and properties may be 
usable in the civilian economy. But even 
this figure considerably overstates the 
yield that will be available for debt re- 
duction. As Bernard M. Baruch has cor- 
rectly noted, “Wartime costs for many 
government properties will bear little re- 
lation to peacetime values.” Under these 
conditions it seems clear that the sale of 


surplus stocks will make possible only a 
minor reduction in the national debt. 

Any substantial debt reduction in the 
post-war period, therefore, will have to 
depend upon an excess of federal budget- 
ary receipts as compared with federal 
expenditures. In other words, we must 
do more than balance the budget if we 
expect to reduce appreciably our very 
heavy national debt. 


NATIONAL INCOME PAYMENTS — 
Income payments to individuals during June 
amounting to $13,946,000,000 were the high- 
est figures ever recorded. Compared to the 
same period of 1943, income payments were 
up 10 per cent. More than two-fifths of the 
year’s rise in total income is attributable to 


military payments, including wages to mili- * 


tary personnel, allowances paid to depend- 
ents of service men and mustering-out pay. 
Federal interest payments and payrolls of 
the transportation industry, each increased 
by more than 20 per cent. 
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ERTAIN basic economic statistics 

are of vital interest to the trustee 
and the institutional investor, such as on 
national wealth and income, individual 
savings, private and public debts, corpo- 
rate earnings, budgetary receipts and ex- 
penditures, and related matters. Some of 
these data are made available periodical- 
ly, e.g. SEC quarterly data of savings. 


OUTSTANDING NET PUBLIC 
AND PRIVATE DEBT 


Public and Private, total - 
Total Public —._. 

Federal Governent ‘and | 

Federal Agency _ 

State and Local Government . 
Total Private 

Long Term 
Corporate 
Farm Mortgage —_-...- 


Urban R. E. Mortgage i seri 


Short Term 


SAVINGS vs. CONSUMER SPENDING 
—The accumulated savings of the American 
people as a whole are now greater than the 
amount they spent in any one year on goods 
and services, including even last year’s rec- 
ord spending total. Accumulated savings, 
as represented by policyholders’ funds be- 
hind their life insurance policies, savings 
bank deposits, saving and loan association 
accounts, Postal Savings deposits and War 
Bonds, rose from $74,510,000,000 in 1942 to 
$95,420,000,000 at the end of 1943, a record 
annual increase. The 1943 ratio would be 
very much greater if cash items such as 
currency and checking accounts were in- 
cluded. Government sources estimate that 
individuals currently have more than 
$35,000,000,000 in cash and checking ac- 
counts, about two-thirds of which has been 
accumulated since Pearl Harbor. 

Though accumulated savings are only part- 
ly in quickly spendable form, the average 
consumer under ordinary circumstances will 
tend to spend more freely than he would in 
the absence of such savings. However, 
savings alone are no guaranty of a high 
level of consumer spending: for the records 
for 1932 and other years show that the 
people as a whole will draw on savings only 
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BASIC STATISTICS ON INCOME AND WEALTH 


Others are compiled and made available 
only occasionally, e.g. estimates of the 
national wealth. Whenever such data are 
made available they will be reported 
promptly under the above heading. This 
new feature is part of Trusts and Es- 
tates’ expanding program to make avail- 
able in concise and usable form all mat- 
ters of interest to institutional investors. 


1919 1929 1933 1939 
(Billions of Dollars) 


117.5 173.4 151.3 161.4 
31.0 29.4 37.8 50.8 


25.6 15.7 
5.4 13.7 
86.5 144.0 


21.0 
16.8 
113.4 


34.8 
16.0 
110.7 


31.0 47.3 47.5 44.2 

8.4 9.6 7.7 6.6 
10.3 31.6 27.4 26.1 
36.8 55.5 30.9 33.8 


when they have to for necessities and will 
not use them as purchasing power to sus- 
tain the level of consumer spending on goods 
and services. 


(Billions of Dollars) 


Accumu- 
lated Individ- Consum- 
ual Savings er Expen- 
(End of Year) ditures 


47.2 
48.4 
48.4 
44.1 
40.6 
41.8 
44.1 
46.8 
49.4 
51.5 
54.4 
57.9 


Per- 

centage 

Ratio 
70.8 67 
64.9 75 
64.2 75 
43.0 102 
42.4 96 
47.7 88 
52.2 84 
59.1 79 
62.5 
68.5 
61.7 
65.7 
61.7 74.6 
1942 74.5 82.0 
1943 95.4 91. 


Sources: Federal Home Loan Bank; Statisti- 
cal Abstract of the U. S. 


Life Insurance Companies in America. 


Year 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
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INVESTORS IN BRETTON WOODS 


Prospects of World Bank Loan Policy and Repayment 


PHILIPP H. LOHMAN 
Time Magazine, Inc. 


Actions affecting the value of our currency have an important bearing 


on the trust business. 


Discussion of the Bretton Woods Monetary Confer- 


ence thus far has emphasized mainly machinery created and the technical 
problems. In the following informative article, Dr. Philipp Lohman, who was 
an observer at the Conference and who is the co-author of “Money and 
Banking,” a leading text in this field, examines the effect of these inter- 
national monetary arrangements on savings investments.—Editor’s Note. 


NUMBER of specific proposals made 
A at Bretton Woods and now awaiting 
ratification by the governments of the 44 
nations which participated in the First 
United Nations Monetary and Financial 
Conference carry inherent potential ef- 
fects to private foreign as well as domes- 
tic investments. 


In addition to the proposals for the In- 
ternational Monetary Fund and the Inter- 
national Bank for Reconstruction and De- 
velopment, certain other questions of in- 


terest to investors arose. Among them is 
the question of disputed ownership of 
foreign, particularly European securities. 
From various informal talks with foreign 
governmental representatives, I gathered 
that foreign governments will be very 
careful not to return any property to any 
axis or axis-suspected individual or insti- 
tutions. 


For example, the Netherlands Govern- 
ment will, upon return, register all corpo- 
rate securities. Those owners whose poli- 
tical status is beyond question will re- 
ceive immediately their properties; other 
erstwhile owners will be stripped of their 
holdings. The securities involved will be 
sold by the government and proceeds of 
the sales will be applied to a reduction in 
that country’s war debt. I have been 
given to understand that this might well 
amount to one billion guilders. 


Thus American investors might pos- 
sibly be affected along three lines: (1) 
The obligations of certain governments 
might become more attractive as a result 
of the sums realized from such forced 


securities sales; (2) such sales might in- 
volve shifts in control; and, (3) investors 
might run into disputes over. the question 
of who owns what. 

There are other, more remote, aspects . 
of this problem affecting the course of 
future foreign lending. What about the 
many cases in which Germany increased 
the capitalization of corporations in axis- 
occupied territories? It was a neat little 
racket while it lasted. The Germans 
levied steep occupation costs in a coun- 
try’s local currency, used this money to 
buy up these newly floated securities and 
thereby “legally” obtained control. 


Lost in the Bretton Woods 
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Henderson in the Providence Journal 
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Probably in some cases, ownership of 
securities presents such a snarl that gov- 
ernments might be tempted to cut the Gor- 
dian knot of ownership by socialization. 
Securities held by governments awaiting 
settlement of disputed ownership might 
be voted in the interim by the govern- 
ment so that a new element of corporate 
ture. Settlement of this problem, what- 
policy formulation would enter the pic- 
ever form it may take, will influence the 
conditions under which new foreign se- 
curities will be floated in the United 
States money market. It might be ad- 
visable for interested groups to petition 
the administration for representation in 
any talks which this government may un- 
dertake with foreign representatives. 


The International Bank 


HE world bank will be capitalized at 

$10 billion of which sum the 44 na- 
tions represented at the conference will 
subscribe $9.1 billion. In contrast to the 
fund—where quotas determine the bor- 
rowing power of members—quotas in the 
bank determine a member’s liability. 
Needless to say, there was quite a strug- 
gle over a nation having as small a quota 
as possible in the bank and as large a 
quota as possible in the fund. 

The bank can only make direct loans or 
participate itself with other investors in 
a joint venture up to 20% of its author- 
ized capital. 80% of the capital (plus sur- 
plus and any reserves that might later on 
accumulate) will be provided in the form 
of guarantees. That is to say, the bank 
(meaning its members) will guarantee 
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the issue, but the issues will be floated 
through the regular investment channels. 
This, of course, would involve certain 
changes in state and federal laws in order 
to permit many of our financial institu- 
tions to hold that type of new security. 


There was considerable argument over 
this 1:1 ratio between capital and loans. 
Most European countries, including the 
U. S. Treasury, felt that the ratio could 
well be higher, say 1% or 2 to 1. But 
primarily British and Dutch opposition 
held the ratio down. The whole problem 
turns on the type of loans considered. If 
the loans are good business propositions, 
then there is no reason why the bank 
could not loan or guarantee amounts up 
to twice or even three times its capital. 
But if the loans are going to be intention- 
ally substandard loans, then perhaps the 
Dutch were quite right to insist upon a 
limitation on the bank’s lending capacity 
to but 75% of its authorized capital. One 
might ask then, why have a bank to begin 
with? 


The bank being an institution jointly 
owned by governments, a country can 
deal with it “only through its treasury, 
central bank, stabilization fund or other 
similar fiscal agency.” But the impor- 
tant point is that the bank may only 
grant accommodations when “the bank is 
satisfied that in the prevailing market 
conditions the borrower would be unable 
otherwise to obtain the loan under con- 
ditions which in the opinion of the bank 
are reasonable for the borrower.” 


Interest Rates Influenced 


N other words, the bank, i.e., a quorum 

of the 12 executive directors exercis- 
ing not less than one-half of the total vot- 
ing power, will say what are or what are 
not suitable interest rates and conditions 
of repayment. An institution with a total 
potential lending capacity of $10 billion 
(or higher if the loan capital ratio is re- 
vised upward as might be the case later) 
can certainly influence interest rates. 
Since the bank will represent debtor sen- 
timents, to a large extent if not primar- 
ily, a depression of interest rates to arti- 
ficially low and hence unsound levels is 
possible. At any rate, one should not un- 
derestimate the influence that such an in- 
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stitution can play in the country’s post- 
war capital market. 


Exchange Rates Not Stabilized 


HERE was, apparently, no one at 

Bretton Woods who thought or be- 
lieved that the fund will stabilize foreign 
exchange rates. Before the fund could 
give any assurance that its operations 
will stabilize exchange rates, a number of 
steps would have to be taken, such as: 
(1) International agreements to elimin- 
ate the vicious bilateral balancing of for- 
eign trade and return to multilateral 
trading and settling of balances and (2) 
the concomitant lowering or elimination 
of all types of trade barriers. 


But more than that is involved. The 
fund as it stands now cannot accommo- 
date the sort of unfavorable trade bal- 
ances which are bound to occur after this 
war. For example, Continental Europe 
alone in the years 1919-1920 imported 
foodstuffs to the value of $6.3 billion, raw 
materials valued at $7.2 billion, and fin- 
ished goods worth $3.9 billion—a total of 
$17.4 billion. A balance of almost $7 bil- 
lion had to be financed through long-term 
loans and short-term credits. As it stands 
now, a nation may only obtain in any one 
year 25% of its quota in needed foreign 
exchange against its local currency from 
the fund. Thus all members combined 
could only obtain $2.2 billion or their 
equivalent in other currencies in any one 
year. (25% of $8.8 billion—the fund’s 
authorized capitalization.) If one con- 
siders the immediate needs of the post- 
war period, the fund is hopelessly inade- 
quate. From a long-run point of view, if 
and when the policies have been agreed 
upon to return to unhampered multilater- 
al trade, it may well be true that the fund 
is too large, so large as to encourage mis- 
use of its facilities. 


There are two other reasons why the 
fund cannot possibly assure stability of 
foreign exchange rates. In the first place, 
the proposal admits a period of five years 
during which countries may retain the 
diverse exchange controls either now or 
then still in existence. Obviously, there 
is little chance for stability under such 
conditions. Secondly, a country may de- 
valuate at any time up to 10% of the ini- 
tial par value of its currency without the 
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fund’s approval. That country may later 
petition the fund for additional devalua- 
tion. The proposal still reads that the 
fund (meaning its executive directors) 
“shall not object to a proposed change 
because of the domestic social or political 
policies of the member proposing the 
change.” Every reputable economist will 
agree that if depreciation is to do any 
good at all, it will require a thorough an- 
alysis of a country’s fiscal policy, internal 
and external debt volume, cost-price ra- 
tios, wage structure, etc. 


As long as we accept the axiom that 
internal prices must determine exchange 
rates regardless of the causes for a fun- 
damental disequilibrium in a country’s 
balance of payments, we simply cannot 
have stability of exchange rates. But 
what happens to investment values if in- 
vestors must consider the contingency of . 
devaluation during the life of their in- 
vestment ? 


Private Operation Preferable 


F any valid analysis is to be made of 

this problem, three things must be 
kept in mind: (1) All types of foreign 
investments (direct and indirect invest- 
ments) must be considered; (2) anticipa- 
tion of change is not less important in in- 
fluencing capital movements than the ac- 
tual change made in parity; and, (3) re- 
actions of both lenders and borrowers 
must be considered. 


Foreign lending after the war will be 
the sine qua non for peace, providing 
such loans are made to increase the pro- 
ductive power of the borrower. Certain- 
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ly loans cannot again be made on the un- 
sound basis on which too many of them 
were made during the 1920’s. This means 
that it might be advisable to have, in- 
stead of a world bank, a huge private in- 
ternational RFC, on the board of which 
our government might have a representa- 
tive. Something like that must be done 
if a private agency is to have the funds 
needed for post-war reconstruction and 
development projects and to have access 
to the sort of information necessary to 
intelligent placing of these loans. It can 
also be assumed that most if not all the 
foreign issues floated in the United 
States after this war will be dollar se- 
curities. This, no doubt, will be done in 
the mistaken belief that in so doing in- 
vestments will be automatically protected 
from any possible currency depreciation 
of a foreign debtor. 

It is true, of course, that when a debtor 
country’s currency is devalued, (assum- 
ing the debt to be expressed in the cur- 
rency of the lender) the debt service will 
require a greater amount than before in 
terms of the debtor’s currency. But if 
the value of the debtor’s exports remains 
constant in terms of the creditor’s cur- 
rency, no greater real burden than before 
is placed upon the debtor country. The 
prices of many commodities likely to be 
exported by future United States debtors 
are determined in foreign markets and 
therefore are not subject to the effect of 
vacillating monetary policies. The change 
in the nominal value of the debt is thus 
merely a change in bookkeeping and does 
not point to any absolute deterioration in 
the position of the debtor. 

In making a post-war loan to a foreign 
country, under conditions making ex- 
change depreciation probable or possible, 
it would be mandatory for the investor to 
examine the trading position of the pro- 
spective borrower. If, however, commo- 
dities are likely to be exported which en- 
joy a small market abroad relative to the 
size of the domestic market, then great 
care should be exercised, for exchange de- 
preciation under such conditions would 
increase the debtor’s burden. Even if 
the real burden upon the debtor remains 
constant, the burden placed upon differ- 
ent individuals within that country may 
be completely altered. 
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Debt Burden Adds to Fiscal Problems 


N case of a governmental debt, the 

added burden in terms of local cur- 
rency may well lead to fiscal difficulties. 
If a.government has to pay more francs 
for one dollar as a result of devaluation, 
governmental revenue must increase, a 
requirement which can only be met grad- 
ually. Such changes in revenue, even if 
revenue should keep pace in terms of local 
currency with the decline in its foreign 
exchange value, will always mean a redis- 
tribution of the tax burden in the debtor 
country. All such processes of readjust- 
ment in fiscal relationships will very like- 
ly involve friction and disturbances with- 
in the debtor country. 


Role of Gold Standard 


5 pms is, however, a_ substantial 
group of economists (particularly in 
Scandinavian countries) who feel that 
experience since 1931 has clearly shown 
that the abandoning of a fixed exchange 
relationship may have internal effects 
highly beneficial to a country. Thus the 
fact that depreciation may occur should 
not by itself place a loan application into 
the to-be-rejected category. 

We simply cannot take the attitude 
that an international gold standard is the 
prerequisite for American post-war lend- 
ing. Particularly as long as Britain takes 
the attitude as voiced by Lord Keynes 
during the International Monetary Fund 
debate in the House of Lords: “We are 
determined that, in future, the external 
value of sterling shall conform to its in- 
ternal value as set by our own domestic 
policies, and not the other way around.” 
One of the most active periods of borrow- 
ing for the United States was in the 
years just prior to the panic of 1873 when 
the United States was on an inconvertible 
paper standard. 

Everything said thus far applies to 
foreign investments in the form of 
fixed-income-bearing securities. But 
what about equity investments? How 
will a lack of exchange stability affect 
them? 


Common Stock Values 


HARES are much less likely to de- 
cline in real value as a currency de- 
preciates; consequently, they should not 
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be less attractive investments. They 
may be adversely affected by exchange 
control measures preventing the trans- 
fer of funds abroad—and there is a 
transition period of 5 years during 
which countries might retain all sorts 
of foreign exchange controls. Moreover, 
to the extent that equity investments 
constitute a more adjustable item in the 
balance of payments than bond invest- 
ments, the likelihood of pressure upon 
exchange rates is reduced. Differently 
put, more equity and less bond invest- 
ments might be the very cause which 
will prevent a depreciation of a coun- 
try’s currency and its consequences. 

Another important point is that pay- 
ments on equity investment tend to ac- 
commodate themselves often to disturb- 
ances which are shorter than those of a 
cyclical character. When the foreign 
currency involved is at a discount, pro- 
fits will be left abroad, but when that 
currency is strong, there is a tendency 
to draw down such balances in order to 
benefit from the favorable exchange 
rate. The effect obviously is of a stab- 
ilizing nature upon the exchanges. 

Thus Bretton Woods might well give 
impetus to old, but always important 
questions: (1) Granted that the interna- 
tional monetary fund will not effect sta- 
bility in exchange rates, is it neverthe- 
less advisable to engage in long-term 
foreign lending by private institutions 
or a combination thereof? (2) If so, 
what form should such investments 
take, bonds or equities? (3) How will 
investors protect themselves better from 
a possible exchange depreciation in the 
debtor country? 


199 


The existence of sizable foreign as- 
sets payable in the national currency 
would be a great deterrent to the sort 
of willful currency depreciation which 
evidently the proposed agreement for 
the international monetary fund cannot 
stop. Foreign investments themselves 
have a mighty wholesome influence up- 
on any creditor country, for no one 
would willingly throw away money by 
accepting repayment in a less valuable 
currency than the loan had been origin- 
ally made; that is no one with the pos- 
sible exception of the United States. 


41 Billionaire Corporations 


Banks and insurance companies are the 
largest classes, numerically and in assets, 
among the forty-one corporations in the 
United States with assets of over a billion 
dollars each, as shown in the recent copy- 
righted survey by the United Press. Heading 
the list is the Metropolitan Life Insurance 
Company with assets of approximately six 
and a half billions, followed by the Bell 
Telephone System and Prudential Life, 
while fourth, fifth, sixth and seventh places 
are taken by banks, viz: Chase National, 
National City, Bank of America (San Fran- 
cisco) and Guaranty Trust. Sixteen banks 
and nine insurance companies, seven indus- 
trial or manufacturing concerns, six rail- 
roads and three utility companies comprise 
the roster of the exclusive billionaire set. 
The total assets of the banks would actually 
be very considerably greater than shown 
here if trust department assets under their 
administration were included, as several of 
them are known to have fiduciary assets of 
a billion or more. 
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DIGEST SECTION 


Highlights of discussions om current economic 
topics from leading publications and addresses. 


AREAS OF TAX AGREEMENT AND DISAGREEMENT 


CHARLES C. ABBOTT 
Harvard University 


HERE is little disagreement on the 

proposition that corporate taxation 
should, and must, be simplified. One of 
the major goals of simplification, if not 
the major goal, must be the creation of 
a situation in which a corporation pays 
a single, normal, flat-rate income tax, 
plus, perhaps, in exceptional circum- 
stances, what we may call “peripheral” 
taxes, such as a tax on the improper ac- 
cumulation of surplus. Achievement of 
this goal of a single normal tax implies 


Before the Tax Foundation Conference on ‘‘Post- 
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the abolition of the capital stock and de- 
clared value excess profits tax, the cor- 
porate surtax and the excess profits tax, 
and of most if not all vestiges of the 
progressive principle of taxation as ap- 
plied to corporations. There are dis- 
agreements as to ways and means of 
achieving this result, and as regards the 
details of such proposed simplification. 

It is also generally admitted that discrim- 
inations against intercorporate dividends 
should be removed, and credit for 100 per 
cent of such payments should be allowed, 
instead of 85 per cent as at present. The 
existing discrimination against consolidated 
income returns, even though small, should 
not be maintained. 


The existing double taxation of corporate 
income is very generally recognized to have 
most unfortunate results, on the flow of 
investment, on the form of capital struc- 
tures, and in other respects. 


In practically all circles continuation of 
some loss carry-forward or carry-back ar- 
rangement is regarded as desirable, and ex- 
tension of the period over which losses can 
be carried forward or back, up to four or 
five or even more years—has a good deal 
of support. 


Finally, there is almost unanimous ac- 
ceptance of the principle that better inte- 
gration of federal and state taxation is of 
first-rate importance, and that some more 
logical segregation of the sources of rev- 
enue than now exists is, or will presently 
become, essential to the public interest. 


Areas of Dispute 


(1) If we are to have a single, normal, 
flat-rate corporate income tax, at what level 
should this rate be set? One of the primary 
issues involved is this: Shall the main bulk 
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of federal revenues in the future come from 
corporations or from individuals? And this 
issue should, in my view, turn on the an- 
swer given to another question: Will the 
effect on business enterprise and activity 
be more restrictive if individuals pay the 
bulk of the tax bill, or will it be more re- 
strictive if corporations carry the lion’s 
share? 

(2) If we are to repeal the excess profits 
tax, the question still remains as to when 
it should be repealed. Immediately on the 
cessation of hostilities, one year subsequent- 
ly, two years, or when? And there are 
numerous ancillary questions. Should the 
Government make a pronouncement of in- 
tent while hostilities are still going on? 
And how shall the refunds due under un- 
used excess profits tax credits be handled 
if the tax itself is, repealed? These are 
knotty problems. 

(3) When we discuss the integration of 
the corporate and the personal income tax, 
and the removal of double taxation of cor- 
porate income, the various proposals are 
so numerous as to be confusing. On the 
one hand it is suggested that all corporate 
income taxation be abolished. On the other 
hand, it is suggested that dividends be made 
wholly tax exempt to the recipient, leaving 
the tax with the corporation. In between 
these suggestions stands the proposal that 
the normal corporate income tax rate be the 
same as the normal personal tax rate, that 
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it be applied only to retained earnings, and 
that dividend payments be made taxable to 
the recipients. Certainly major decisions in 
this area lie ahead of us, even though all 
of us may agree that the public interest re- 
quires that double taxation of corporate in- 
come be abolished. 

An equally wide range of opinion seems to 
prevail as regards the desirable treatment 
for capital gains and losses. There appears 
to be very considerable disagreement as to 
whether small business concerns should re- 
ceive preferential tax treatment as com- 
pared with large, established enterprises, in 
the interest of stimulating the birth and 
growth of new business undertakings. 

(5) And the proposals for integrating 
state and federal revenues contain so many 
issues, and such controversial matters, that 
I cannot even attempt to indicate them. 

Considerations such as these constitute 
the background against which expectations 
regarding the postwar tax situation must 
be formed. The interest of the government 
in seeing that the business process provides 
a sufficiency of jobs and of taxable income 
will work in the direction of improving the 
lot of the corporate taxpayer, more especial- 
ly since we are now faced, for the first time 
in history, with the problem of raising the 
maximum amount of revenue without im- 
pairing unduly business incentives and 
thereby reducing the income from which tax 
payments are made. 


WAGE INCENTIVES INCREASE PRODUCTION 


J. W. NICKERSON 
Director, Management Consultant Division, W.P.B. 


Digested from The New York Times 


HE average plant which has in- 

stalled wartime wage incentives has 
increased its productivity per man-hour 
over 40 per cent. Thus the use of wage 
incentives has had a strong bearing on 
the support we give our soldiers and on 
the length of the war. 


Most Americans like the idea of being 
rewarded in accordance with their efforts. 
They like to feel that as they accomplish 
more they receive more. Wage incentive 
plans are simply methods of paying work- 
ers in some degree for their effort instead 
of merely for the time they spend at work. 


It is not always simple to obtain a meas- 
ure of effort. Therefore a wage incentive 
plan is neither a perfect device nor a pan- 
acea. 

If a management should make use of in- 
centive to exploit and deceive employes, or 
if labor refuses reasonable coorperation or 
lays plans to see that productivity is re- 
stricted below a fair day’s work, there will 
be difficulties. There are instances where 
labor-management relations are so poor that 
it is distinctly advisable to delay the in- 
stallation of a wage incentive plan. 

One of the possible concomitants of a 
wage incentive plan may be restricted pro- 
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duction. Such restrictions have always ex- 
isted when workers are paid by the hour. 
They stem from fear that if some indi- 
viduals perform what they feel is a fair 
day’s work, others will be forced by man- 
agement to do more than they themselves 
would care to do, thus turning out too much 
production, which will in some manner re- 
sult in less job security and more unem- 
ployment. These fears have been enhanced 
by fallacious beliefs held by many during 
the depression era, that we could help our- 
selves by producing less of everything. 


The chief requisite of a sound plan is 
probably the establishment of standards 
which truly and continuously measure ef- 
fort. If standards are set too tight or too 
loose, difficulties arise. Standards which 
seem to be too tight are apt to result in 
discouraged efforts and decisions to hold 
back until adjustments are made. Standards 
which appear to be on the tight side at 
least have the advantage that they are 
bound to come to the surface, and can be 
investigated and either explained or recti- 
fied. 


In cases where, for one reason or another, 
standards become too loose, if workers ap- 
ply themselves and therefore earn much 
more than was originally anticipated by 
either labor or management, jealousies are 
apt to occur which tend toward an easing up 
on the part of the worker. Very often, how- 
ever, limits are set either by union edict, 
by groups of workers and often by appre- 
hensive foremen or other supervisors, so 
that production which might have been at- 
tained with proper standards is never 
reached. 


Thus, wage incentives for individual work- 
ers or for groups should not be instituted 
without full understanding of the conse- 
quences, unless management is prepared to 
set its standards, to the greatest possible 
extent, on the basis of facts, with engineer- 
ing preparation and with thorough under- 
standing and cooperation on the part of 
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labor. Production standards are not things 
that should be derived from tradition, opin- 
ion, argument or strife. 


All have a responsibility. Labor’s re- 
strictions are clearly seen and appraised, 
as are labor’s threats to strike for easier 
standards. Management, however, often 
fails to realize that its labor relations prob- 
lems and industrial engineering problems 
are ones which require the deepest and most 
conscientious thought and understanding 
from its top executives. 


On the other hand, management often 
feels helpless in its efforts when threatened 
with labor trouble, in view of its uncertain- 
ty of the policy which Government will fol- 
low in the case of a work stoppage. 


Last year, after attaining reasonable pro- 
ductive stability, several air-frame compan- 
ies, which together produce a third of our 
fighter planes, adopted plant-wide incen- 
tives. About nine months later their aver- 
age production per man-hour of these much- 
needed planes had increased by over 55 per 
cent. 


Recently, certain casting and forgings 
have been placed on the critical list. A 
survey indicates that ninety days after the 
installation of wage incentive plans the 
production per man-hour of the workers in- 
volved has increased 42 per cent. 

Thousands of new plans have been adopt- 
ed during the past year. They include every 
important industry: ship-building, radio and 
radar, aircraft parts, ammunition, etc. 


Whether by industry or by region, the 
results are about the same. Taking an aver- 
age of all cases, we have approximately the 
following result: Increase in productivity, 
over 40 percent; increase in wages, 15 to 20 
per cent; decrease in cost, 10 to 15 per cent. 

In the post-war period the need will be 
to increase productivity to lower cost, to 
meet competition, fill the demands of our 
domestic and foreign customers, and there- 
fore to enjoy the fulfillment of full employ- 
ment. 
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NEW RESERVOIR OF SAVINGS 


Digested from New England Letter, The First National Bank of Boston, July 31, 1944 


AVINGS have played an indispens- 

able role in economic progress. The 
remarkable change from bare subsis- 
tence to abundance was accomplished 
during a relatively few decades by over- 
coming nature and building up a sur- 
plus, and investing these funds in tools 
and machines, thereby multiplying our 
wealth manyfold. 


The bedrock of our economic system is 
the accumulated savings, which in reality 
represent an excess of production over con- 
sumption. Savings in the economic sense 
are evidenced by tangible material goods 
and equipment, or by securities covering 
productive resources. Back of the accum- 
ulated savings are the plants, machinery, 
railroads, utilities, bridges, homes, and other 
assets that constitute wealth, as well as 
facilities for creating new wealth. 


As a consequence of the war, there has 
come into being a tremendous increase in 
what is called liquid assets. It has been 
estimated that the aggregate increase in 
savings of individuals for the five years 
1940-1944 inclusive will exceed 100 billion 
dollars by the end of this year. This in- 
crease in savings is at an annual rate of 
four times that of the 1930’s. The spectacu- 
lar gain in savings did not come as a result 
of the creation of wealth, but rather through 
the financing of Federal deficits. 


These savings, therefore, cannot be looked 
upon as representing an enrichment of the 
country or of the people as a whole, which 
comes only through increased production of 
economically useful goods and services. 


These funds are not necessary as a stim- 
ulus to post-war activity except perhaps at 
the early stages. Once business has taken 
up the slack and is geared to a high level, 
it would furnish the purchasing power 
through increased employment. But the 
very existence of these savings provides 
business with the necessary impetus to make 
plans for expansion. 


Unless these funds are used directly for 
business purposes, there are definite pros- 
pects that they may be drained off by the 
Government and lent to business through 
Federal credit agencies, and thus aggravate 
the trend toward state socialism that occurs 
when the Government supplies the credit. 


Money becomes idle and the economy 
stagnant when there is a stoppage in the 
flow of fresh capital into private enterprise. 
But if provided with adequate inducements, 
dollars will emerge from sheltered hideouts: 
and seek new ventures, thereby aiding ma- 
terially in restoring health and vigor to our 
economy so that it will tick and proceed 
under its own power. Thus, we shall be able 
to magnify our production, open up new 
frontiers, and pilot into constructive chan- 
nels the dynamic and irresistible forces now 
in motion. 
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CHANGING ROLE OF SAVING DEPOSITS 


Possible Source of Venture Capital in a “Secured” World 


EALTH insurance, accident insur- 

ance, hospitalization plans, etc., 
provide a large part of the public who 
deposit funds in savings accounts with 
protection against health emergencies. 


Life insurance protects against the 
emergencies of death. 


Vacation and insurance savings clubs pro- 
tect against those foreseeable future ex- 
penditures. 


Modern mortgages payable on a monthly 
basis provide not only for interest on the 
obligation and principal payments; they 
also provide monthly payments for taxes 
and insurance. 

Pension plans, private and public, pro- 
vide for old age. 

Funds for current expenses are generally 
found in the many types of “no balance” 
commercial accounts maintained by most 
progressive banks today; or if we look at 
the total volume of currency in circulation 
now, those current-expense funds appear 
to be in our pockets as currency. 

The further the subject is explored, the 
more lucid becomes the thought thai the 
purposes of savings deposits are fulfilled 
to an important degree by other vehicles. 


The student begins to wonder if a seg- 
ment of the total of saving deposits is not 
something entirely apart and different from 
thrift accounts. The rate of interest paid 
on savings deposits today surely is no at- 
traction. for the saver. 

A study of a cross-section of savings de- 
positors in an average bank will reveal that 
many of the savers are employees of na- 


tionally known American concerns which 
have been their employers for many years. 


That there is among this savings group 
an interest in American corporation equities 
is disclosed by correspondence and direct 
inquiry of New York Stock Exchange mem- 
ber firms which have contacts among sav- 
ings depositors. Those inquiries indicate 
investment interest in sound equities; sel- 
dom do the inquiries indicate speculative in- 
terest. It, therefore, is assumable that 
some portion of banks’ savings deposits is 
really venture capital not working as such. 

Equities in companies having a satisfac- 
tory earnings and dividend record of a 
quarter or a half century contain less risk 
element, ordinarily, than equities in corpor- 
ations that were started only a few months 
or a few years ago. Equity funds to start 
a new business next week or next month 
represent new venture capital with the risk 
attendant on any new business. 

It is not the thought of this article that 
the savings deposits of the nation be sub- 
jected to mass transfer into venture capital 
but considerable surplus earnings of indi- 
viduals which have gone conventionally into 
bank savings accounts in past years could 
logically be invested in selected, long-divi- 
dend-paying common stocks for a double 
purpose: first, to increase the supplies of 
venture capital which the American econ- 
omy will require for post-war readjustment 
and enlarged employment; and, second, to 
provide the owners of such funds with in- 
comes from a direct participation in the 
earnings of seasoned corporations. 


M. R. BATY, Chicago. In The Exchange for 
July 1944. 
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POST-WAR USE OF BANK DEPOSITS 


E. A. GOLDENWEISER 
Board of Governors, Federal Reserve System 


HE enormous increase of bank de- 

posits since the war began has been 
due to the fact that of the total of 210 
billions of Government expenditures dur- 
ing the war as much as 60 billions was 
raised by selling Government securities 
to banks. By the time the war is over 
bank deposits will be somewhere between 
125 and 150 billion dollars. This unpre- 
cedentedly large volume of deposits pro- 
vides a large volume of liquid assets 
which can become an inflationary force, 
if they are activated at the wrong time, 
and can on the other hand be a safeguard 
against depression, if they are utilized 
gradually and in a rational way. 


There is no reason to expect deposits to 
decrease after the war. With the great mass 
of the increase in bank assets being in Gov- 
ernment securities there will not be the 
same pressure for liquidation of assets with 
a consequent decline in deposits as occurred 
in 1920, when bank loans to a considerable 
extent were supporting an unsustainable 
commodity price structure, and after 1929, 
when the loan expansion derived from a 
stock exchange boom. 


Deposits could diminish only if the Gov- 
ernment debt contracted rapidly, which is 
not in the cards, or if non-bank investors 
increased their holdings of Government se- 
curities by purchasing them from the banks. 
This also is extremely unlikely, since pri- 
vate investors are not likely to want to 
increase their holdings after the war. On 
the contrary, the banks might find consider- 
able offerings of United States securities 
by investors who wish to use their funds in 
other ways. If bank investments are not 
going to diminish materially, it is clear that 
their deposits will also remain near the 
present level. There may be shifts in de- 
posits from bank to bank or from region to 
region, but they are not likely to be in 
alarming proportions. 


For some time supervisory authorities 
have had an understanding by which Gov- 
ernment securities are permitted to be car- 
ried at par so that no bank needs to show 


Before the Illinois Bankers Association, Chicago. 


an impairment of capital as a result of a 
decline in the market price of a Govern- 
ment security. This, however, might not 
satisfy the banks, because they would not 
feel happy if the market value of their 
assets did not equal their liabilities, even 
though they were permitted not to show im- 
pairment of capital. A great mass of the 
Government security holdings of the banks 
is in securities of ten years or less matur- 
ity. Considerably more than a third of 
United States Government securities held 
by commercial banks will mature within 
one year; two-thirds will mature within five 
years; and only 7 per cent have a maturity 
of ten years or more. This in itself makes 
it very unlikely that serious depreciation in 
these securities will occur. Besides that, it 
is not to be expected that even long-time 
Gevernment bonds will decline in value in 
the post-war period. The large supply of 
liquid funds that will be available to the 
public will be a factor in keeping the bond 
market steady. United States Government 
bonds are likely to remain near their pres- 
ent price level. 


The thing that will challenge the greatest 
ability and energy of bankers will be to find 
profitable outlets for their funds. Bank 
loans have been declining for a long time 
and, in view of the very liquid position of 
both individuals and businesses, it is not 
likely that there will be a great expansion 
of loans after the war. The banks must 
learn to do, in addition to their customary 
business, some less conventional things: 
they must lend to individuals in small 
amounts; they must finance consumer credit 
and instalment sales; they must find satis- 
factory real estate and construction loans 
of various types. 


It is not likely that bankers will be able 
to maintain their position in the economy, 
if their attitude will be one of sitting stern- 
ly in their elegant offices and waiting to say 
“ves” and “no” to applicants for loans. That 
attitude is obsolete and is no longer preva- 
lent in the banking fraternity. Its complete 
elimination and the substitution for it of 
an energetic seeking out of outlets for 
funds will assure continued opportunity for 
the banks. : 
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RECONVERSION PROBLEMS — AN OFFICIAL VIEW 


WILLIAM Y. ELLIOTT 
Vice Chairman, War Production Board 


UST as in the process of conversion, 

the system of Government controls 
went through the painful periods of 
trial and error, so we feel that inevit- 
ably there must be a period of painful 
trial and error in setting up whatever 
controls may be necessary for the recon- 
version period. In all of our thinking 
and planning with regard to the spot 
authorization order as well as others we 
have had in mind the setting up of 
“pilot” systems which may instruct and 
guide us in setting up of plans that must 
be prepared against that day when Ger- 
many collapses and the dam of military 
cutbacks breaks and the flood is upon 
us. 


From an address before the Commerce and In- 
dustry Assn. of New York. 
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The orders, thus far issued, represent an 
urgent preparatory step for the greater re- 
conversion program to follow, with the end- 
ing of the war in Europe. It is significant 
that the administration of the spot author- 
ization order is delegated to the Field Staff 
of WPB. In the reconversion period, fol- 
lowing X day, the greater part of the task 
of the War Production Board will-be in re- 
voking controls rather than in instituting 
new ones and the revocation process must 
be geared to move rapidly, indeed, if we are 
to ameliorate unavoidable situations of 
large unemployment, as well as other con- 
ditions, disruptive of our entire economy. 
The administrative experience which will be 
developed by the Field Staff of WPB in the 
current administration of the spot author- 
ization order will be of inestimable value 
and pay enormous dividends to the nation 
after X day. The rapidity with which con- 
trols will have to be removed after Ger- 
many’s collapse dictates that administration 
of procedures established should be dele- 
gated to the Field Offices and that it would 
be foolhardy to attempt to centralize such 
authority in Washington. 


In the period following X day, it will be 
necessary to maintain, a number of the 
present controls. Certain materials will re- 
main in short supply long’ after the close 
of the war in Europe, such as tin and crude 
rubber, perhaps lumber, some textiles, etc. 
Many important components may continue 
to be scarce, such as fractional horse-power 
motors. It may well be necessary to con- 
tinue to allocate such scarce components for 
a time to military and the most essential 
civilian production. As full production comes 
in, controls come off. With the close of the 
Japanese war, it ought to be possible to 
make a pretty clean sweep of them so that 
we can go back once more to the system 
of free enterprise in every sense, and free, 
too, from war-time planning. 


The obstacles to reconversion seem to be: 


1: The danger that too many good men 
will quit their jobs in Washington too soon 
and ‘that business may fail to realize its 
own responsibility to furnish the leadership 
in Washington and in the regional field or- 
ganizations throughout the country to do 
the job that lies ahead of us. 
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2. Pulling out on a proper time basis of 
those plants which might bottleneck the 
conversion of whole industries is also a 
primary problem in cutbacks. We must per- 
suade the military and procurement agencies 
in general to take the cuts in private plants 
rather than in war plants if adequate sup- 
plies are available or can be made available 
from publicly-owned plants. 

3. Plans for clearing out floor space 
when the big cutbacks come with the defeat 
of Germany will have to be implemented 
with the utmost speed and no hitches. To 
free millions of feet of floor space is going 
to be the first important job of reconver- 
sion. 

4. A balancing of the military cutbacks 
so as to free some tight labor areas that 
may still remain is one of the most difficult 
problems of reconversion. The West Coast, 
for instance, naturally feels that it cannot 
be kept on a war basis with no reconversion 
to civilian industry without serious harm to 
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its own industrial future. It is essential 
that the planning of the war with Japan 
should make use of transportation from 
other parts of the country to balance up this 
problem. 

5. The final obstacle to reconversion is 
an attitude on the part of a great many 
sectors of business that government must 
lay down detailed plans before business can 
know what to do and do it. Business ought 
to be pushing its orders for retooling and 
for securing those components that are 
necessary for reconversion in the way that 
American business always has solved _ its 
problems. It is not going to be possible to 
fill the gap left by the withdrawal of tens 
of billions of war contracts by any govern- 
ment action. Business itself must take over 
the load and labor must give its full help in 
avoiding that lag in reconversion which 
might depress purchasing power and pro- 
duce an enormous economic loss for the 
country. 


POST-WAR EMPLOYMENT AND PRICES 


HON. JOSEPH P. KENNEDY 
Former U. S. Ambassador to Great Britain 


TATED in one-word language, the 

average American fears unemploy- 
ment, inflation and another war. It can 
be said that even after several million 
women and children have been dropped 
from payrolls, a great many of the fifty- 
three million now employed must accept 
temporary idleness when eleven million 
now in service are assimilated into in- 
dustry. 

Much of the increased productive ma- 
chinery created by the exigencies of war 
is likely to be idle. In spite of pent-up 
demands to be satisfied normal business 
alone cannot give full employment to 
sixty-five million people now in indus- 
try, on government payroll and in the 
services. 

The output of our total plant capacity is 
much more than the daily needs our popula- 
tion will require three to four years after 
the war. Even civilian output increased 
15% during the war. 

Pledges are being given that employment 
shall be provided for everybody and maybe 


From address before the American Gastroenter- 
ological Association. 


the yearners and planners who retail that 
kind of optimism know how it can be done. 
It clearly cannot be done by the government 
at the expense of the people through un- 
limited expansion of public debt. Conserv- 
atively it is being forecast to land some- 
where between $250 billion and $300 billion 
before the war ends and, in fact, Congress 
on May 31 last expanded the legal debt limit 
to $260 billion. 

I know all the spurious generalities and 
the loose talk that is indulged in about 
debt. “The size of the national debt,” one 
of these planners recently said, “is of no 
consequence. After all, we just owe it to 
ourselves.” I gave up trying to understand 
that one, except that I know perfectly well 
that when Government Bonds are outstand- 
ing in anyone’s hands, American citizens or 
foreigners, a debt and an interest charge 
has been created which must be met. You, 
as a taxpayer, must furnish the means with 
which your government meets its obliga- 
tions. The transfer of funds creates less 
friction when distributed at home instead 
of abroad but in no other way does the 
fact that the national debt is owned by 
American citizens reduce the burden. 

Furthermore, no government can guaran- 
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tee full employment if such must depend 
upon unlimited expansion of the public debt. 
There is no promise under normal peace- 
time conditions of a balanced budget and a 
national income safely permitting the gov- 
ernment to find work for all the thirty 
million people who must be demobilized. 
The debt and service burden is a con- 
tributing factor to the question, what will 
the money with which our wages are paid 
be worth? I am unable to persuade myself 
that inflation is as real a danger as defla- 
tion. I appreciate that there is a tremend- 
ous purchasing power demand for goods 
that are now under government quota con- 
trol and that once those controls are lifted 
the would-be purchasers have at hand the 
effective means of paying for what they 
want in the shape of enormous savings. 
Government controls are not going to be 
abandoned on most of the manufactured ar- 
ticles going into civilian consumption and 
no one knows what the frame of mind of 
the public will be, which during the progress 
of war with swollen war wages has seen 
fit to put so large a percentage of their 
earnings into savings and into Government 
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Bonds. I am familiar with the spending 
spree that followed the First World War, 
but the attitude of mind which caused the 
individual civilian to spend his money reck- 
lessly then was generated by factors not in 
the present situation. European currency 
fluctuations scared our people into spending 
25 years ago, whereas today steps are being 
taken as indicated by the Bretton Woods 
monetary conference to forestall that. 

Finally, we must recognize the fact that 
after five years of defense and war pro- 
duction, supplies of many raw materials 
actually exist in surplus creating a problem 
of distribution. 

In answer to the question of what kind 
of commodity dollar are we going to have 
after the war, I say with some confidence 
that it will buy for you just as many of 
the necessities of life as it does today, be- 
cause I fully expect that government con- 
trols and priorities are not going to be 
abandoned for some time. 

I take it for granted also that our cur- 
rency dollar is going to be good, that the 
gold content of the dollar and its value in 
foreign exchange is not going to be changed. 


Trust service 
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POST-WAR MARKETING 


J. G. MacGOWAN 
Firestone Tire & Rubber Co. 


Digest of a pamphlet published by The Bankers Trust Co., N. Y. 


PRIME need in industrial post-war 

planning is to develop markets—in 
other words, to sell more goods. The 
next most important need is to do so at 
lower distributive costs, so as to reduce 
prices and widen markets still further. 
The post-war period may be divided 
roughly into three phases: 1) the recon- 
version phase; 2) the boom phase, based 
in part on catching up with pent-up de- 
mand, and 3) the period in which we at- 
tempt to shift from a catching-up econ- 
omy to a self-sustaining economy. It is 
in this last stage that American indus- 
try will stand or fall largely on the suc- 
cess with which it has developed its dis- 
tributive efficiency in the first two pe- 
riods. 


The changes in marketing conditions 
which seem likely to prevail after the war 
may be broken down under two headings— 
people, and trade conditions. The growth 
of war industry has affected the distribution 
of people and their buying power. A study 
by the Bureau of the Census, based on ration 
books, shows a marked trend of buying 
power during the war toward medium- 
large cities. It-seems likely that the boom 
areas will hold a fairly large proportion of 
the increase. The Pacific Coast will prob- 
ably retain a good proportion of its new 
workers. Next to the Pacific Coast, the 
South Atlantic states have fared best. The 
war will have the effect of permanently 
hastening the industrialization of states 
along the Southern seaboard. 


There has been a great increase in family 
income. In 1935 and 1936 average gross in- 
come per family was $1,502; by 1943 it was 
$4,071. This increase has operated greatly 
to the benefit of the lower income groups. 
After the war there may be a partial restor- 
ation of the old pattern of income distribu- 
tion, but economic history points toward 
continuation of the trend toward higher in- 
comes in the lower levels. The emphasis 
will be on what may be called the semi- 
luxury lines, with some expansion in the 
luxury lines, as would be expected in a 
period of rising living standards. Recrea- 


tional facilities of all kinds will prosper, 
including hotels and the means of travel. 

In the types of goods and services which 
have been short in supply, the factor of 
accumulated demand will be added to the 
effect of a rising economic level and a rising 
living standard. The combined effect of 
various economic influences will be a further 
rise in prices and wages will tend to rise 
with them. In general, the postwar con- 
sumer will get more goods for his money. 

Dealer mortality has been fairly light. 
The net drop was the product of a declining 
rate of retail openings and an increased 
rate of closings. After the war the aver- 
age size of a retailer will rise still further, 
for the basic economic reason that, under 
conditions favoring a sharp reduction of 
distributive costs, retailing houses will for 
reasons of economy lean toward larger and 
more economically justifiable units. 

Channels of distribution will change some- 
what after the war, but it is important not 
to exaggerate this tendency. Generally, 
changes in lines handled by retailers will 
be moderate and not revolutionary. Some 
manufacturers, seeking to enter new fields 
of manufacture, may attempt use of new 
channels. Mortality among such manufac- 
turers will be heavy. There will unques- 
tionably be vigorous competition for new 
retail outlets after the war, as the number 
of retailers rises and goods come back on 
the market, and as new productive factors 
appear. 

There is every reason to regard the pro- 
duct as the starting point in any study of 
post-war marketing for the individual man- 
ufacturing company. There is great need 
for new products and better ones. There is 
also need to survey old products from the 
standpoint of production cost, price, pack- 
aging and buyer acceptance. 

Distribution study is hard. It is not the 
easy way to market goods. It calls for 
skilled men and close attention from sales 
management. But it is the sound way— 
and the only way that will work after the 
war. Planning for post-war markets is not 
much different from planning for markets 
before the war. It is the same—only more 
so. 
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SOCIAL SECURITY SNOWBALL — 
Over the years the more compulsory social 
insurance we have, the greater the tempta- 
tion to add to our program. That is a sim- 
ple way of explaining what may be called 
the dynamic theory of compulsory social 
insurance, 

In every country where compulsory social 
insurance has been known, and some have 
had systems established from 30 to 60 years, 
those systems have continually expanded, 
particularly their cost. 

Costs in the United States have increased 
enormously, like a snowball rolling down 
hill and gathering size as it rolls. 

In the fiscal year 1935-36, just before the 
Social Security Act of 1935 came into ef- 
fect, this country was annually expending 
about $678 million on a variety of social 
functions which, grouped together, might 
be labeled as the social security system of 
that day. 

By 1940-41 social security benefits and 
costs had reached $3.5 billion. 

Today the American public is being asked 
to adopt additional proposals, which would 
bring immediate annual disbursals for social 
security to $9.5 billion, and increase them 
each year over a period of some 25 years, 
to an ultimate annual total, if we include 
such “social” services as public works, vo- 
cational training, etc., approaching $20 bil- 
lion: 

This pattern of continuous expansion is 
similar to experience in other countries. 

Before 1935, we had no social security 
taxes. Today these amount to 1% on the 
first $3,000 of payroll. Next year, they 
may be 2% or they may remain at 1%, 
depending upon Congressional action. If 
the Wagner-Murray-Dingell bill, or a sim- 
ilar law were to be enacted, they would 
jump to 6%, and there would be additional 
indirect taxes. 
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In fact, it all boils down to a question of 
whether or not people want to undertake 
the risk of being compelled to give up con- 
trol of more and more of their earnings. An 
alternative is self-reliance—continuing to 
purchase security voluntarily, as private in- 
dividuals, on a basis enabling each to deter- 
mine what he or she wants to pay and to 
continue to pay. 

Insurance Economics Society of America. 


MASS PRODUCTION IN REVERSE — 
Spectacular reductions in manufacturing 
costs achieved by abandoning mass produc- 
tion in favor of complete “little plants” 
within a large single company plant are now 
being realized by several large American 
manufacturing organizations, according to 
McKinsey & Company, management con- 
sultants. This unorthodox concept is likely 
to have profoundly important effects in sev- 
eral divisions of American industry. 


In the operation of the new plan, it is 
explained that “manufacture of individual 
product types is ‘integrated’ or ‘unitized.’ 
Instead of large specialized departments 
producing large quantities of individual 
parts or pieces of the final products, inte- 
grated production calls for several manu- 
facturing units. Each of these integrated 
units starts with the raw material, does all 
fabrication, and assembles the final product. 


Cost savings result from several factors: 
a great reduction in the manufacturing 
cycle; improvement in supervision and con- 
trol; better teamwork on the part of work- 
ers; increased operating tempo; elimination 
of long hauls of material inside the plant 
and reduction of in-process inventory. 


This procedure is particularly well adapt- 
ed to certain types of manufacturing, but 
cannot be applied in all industries and is 
not offered as a cost-cutting cure-all. 


POST-WAR INFLATION—A majority of 
a group of the nation’s outstanding indus- 
trialists participating in a poll by the Life 
Insurance Companies in America regarding 
the inflation situation, post-war prices and 
the prospects for achieving a stable econ- 
omy when peace comes, declare: 


That the threat of inflation will increase 
rather than diminish in the transition pe- 
riod immediately after the war. 


That the present inflation control pro- 
gram will probably serve until the danger 
of runaway prices is over though a number 
feel it may have to be strengthened. 
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That prices of goods not now available 
due to wartime conditions will be higher 
after the war than pre-war due to the sub- 
stantial rise in basic production costs which 
has occurred since 1939, but that technolog- 
ical improvements and industry’s basic pric- 
ing policy of passing savings in costs on to 
the consumer will gradually tend to bring 
prices down. 


Several of the replies emphasize that 
quick conversion from war to peacetime 
production is the surest antidote for the in- 
flation threat in the transition period. 


The consensus of the views on the post- 
war inflation danger provides a warning to 
the American people that, though the na- 
tion’s efforts to prevent’ prices from sky- 
rocketing have been successful to date, the 
greatest test is yet to come. 


1944 EARNINGS OUTLOOK— 
All Class 1 Railroads in the U. S. 
(In Millions of Dollars) 
Est. 
1944 
$7,466 $9,055 $9,520 
4,601 5,653 6,227 


1942 1943 


Operating revenues .... 

Operating expenses .............-...... 
Operating rents—net .... 181 188 194 
Federal income taxes 755 1,335 1,405 
Other taxes . setae case 444 514 531 
Other income & charges—net 583 491 482 


Total deductions . ; $6,564 $8,181 $8,839 
Net income after charges : 902 874 681 


Source: Interstate Commerce Commission, Bureau of 
Transport Economics and Statistics. 


The basic reason for scaling down esti- 
mates of 1944 net income and taxes is the 
fact that the expansion in gross revenues 
of business is now slowing down, while 
at the same time operating costs in general 
continue to advance, with an inevitable cut 
in profit margins. 

During a period of rapidly changing con- 
ditions as in wartime, it becomes far more 
difficult than in normal times to estimate 
business earnings, and even the best esti- 
mates are necessarily subject to consider- 
able revision. For this reason, all current 
reports and estimates of business earnings 
must be used with care. It is probable that 
many of the large American enterprises 
whose combined production made possible 
turning the tide of war will be unable, for 
many years to come, to determine what their 
“real” net earnings amounted to during the 
war period. This will be due to the com- 
piexity, uncertainty and delays involved in 
such matters as renegotiation, termination 
and settlement of government contracts; dis- 
posal of war material inventories; final de- 
termination of income taxes, with adjust- 
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ments for carry back or carry forward of 
excess profits tax credits, debt retirement 
credits and postwar refunds; amortization 
of war facilities; and applications for re- 
lief under Section 722; not to mention such 
broader questions as the cost of reconvert- 
ing plant and equipment after the war, re- 
gaining peacetime markets, etc. 


Net Income and Taxes of All Corporations in the U.S., 
as Estimated by the Treasury Department 
(In Millions of Dollars) 
Net income 
before 
taxes 


Est. May 
1944 .... $5,272 $7,204 $14,107 


Federal income 
& e.p. taxes 


Est. May 

1944 1,232 
Net income 
after taxes 


Est. May 
1944 


Notes: Net income includes tax-exempt interest re- 
ceived from government securities, but, excludes inter- 
eorporate dividends received, and is after deduction of 
net operating loss carryover beginning with 1940. 
Taxes include normal tax, surtax, excess profits tax 
(less post-war or debt retirement credit), and declared 
value excess profits tax. Net income after taxes is es- 
timated to overstate real earnings, because of not mak- 
ing allowance for renegotiation refunds and reduction 
in post-war credits, respectively, as follows: in 1942, 
$85 million and $27 million; in 1943, $75 million and 
$26 million ; in 1944, $55 million and $19 million. 


Actual 
1940 


Estimated 


1939 1941 1942 1943 1944 


$21,825 $23,770 $21,960 


2,549 7,168 12,275 14,190 13,470 


4,040 4,655 6,939 9,550 9,580 8,490 


The Treasury figures overstate net earn- 
ings in the ordinary sense of the term in 
that they are based upon the statutory 
definition of income for tax purposes. They 
do not admit as deductions from income the 
charges to build up various “reserves” for 
contingencies, post-war, conversion, inven- 
tories, etc., despite the fact that such re- 
serves are widely used in the companies’ 
own statements and have long been standard 
accounting practice. 

National City Bank Bulletin, August 1944. 
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© When it comes to employer-employee relations under tightening 
federal and state regulation, chance-taking is out! It is foolish to 
guess, unwise to depend on incomplete, inaccurate, or biased 
sources of information, dangerous to plunge blindly ahead. 


® Wartime calls for facts. 
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SMALL BANK AS TRUSTEE? 


Appraisal of Administrative Roles and as Managerial Trustee 


Editorial 


IG bank trustmen should be as 

keenly interested as the trust of- 
ficer—or president—of the Cross- 
roads Bank & Trust Company in es- 
tablishing a sound basis for qualifica- 
tions requisite to the conduct of trust 
service by small banks. This, for the 
reason that they all bear the same 
label, in the minds of the public, and 
mistakes or shortcomings of one are 
visited in some measure on the shield 
of the whole business—certainly on 
the nearby larger bank with an ex- 
perienced trust department. 

A pro-and-con debate on this question 
in the August issue of Banking raises 
some points that deserve serious consid- 
eration, and omits others of equal or 
greater pertinence. In the first place no 
argument can get anywhere on the gen- 
eral topic of “trust service.” There are 
at least two very different types of busi- 
ness to consider. One involves the ad- 
ministrative functions of estate collection 
and distribution, agency or guardianship 
under court review. This can very ap- 
propriately be handled by a small bank, 
even one with a part-time trust officer. 

But the other major type of work: 
trusteeship, involves a managerial job, 
with accumulating liabilities. The initia- 
tive, knowledge of investments and expe- 
rienced judgment needed generally re- 
quires a full-time trust staff. Investing 
bank funds is not generally conceded— 
contrary to the argument advanced in the 


cited review—to be identical with the 
objectives or necessities of trust invest- 
ing. 

The position taken by Miss Jacoby 
(based on research as a journalism stud- 
ent) that trust departments have been 
coddled in both large and small banks is, 
unfortunately, true in too many instances 
and was more prevalent before the de- 
pression. Other points are well worth 
consideration of the small bank. But 
when she defines a “small” bank as one 
with less than $50 million deposits, the 
whole. argument falls. There are ten 
states (Arizona, Arkansas, Maine, Mis- 
sissippi, Montana, New Hampshire, New 
Mexico, South Dakota, Vermont and Wy- 
oming) which have no bank with deposits 
equalling this amount. Four states have 
only one bank of over $50 million depos- 
its (Delaware, Nevada, North Dakota 
and West Virginia) and in North Dakota 
it is a state-owned institution, while in 
Nevada it is a branch bank—few states 
have branch banking privileges. Five 
other states (Idaho, Kansas, Oregon, 
South Carolina and Utah) have only two 
of such size and four of these eight banks 
have branch systems. 


But there is much to be said for re- 
stricting living and testamentary trustee- 
ships—especially where discretionary 
powers are involved—to banks having 
full time trust officers and staff. We do 
not share the opinion expressed by Mr. 
Chapin of the American Trust & Banking 
Company of Chattanooga that qualifica- 
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tions for success in trust and bank man- 
agement are identical, or that it is very 
easy for commercial officers to “take on a 
like service to estates and trusts.”” Where 
in commercial banking does one learn 
about the complex law of trusts, surro- 
gate practice, taxation, estate planning, 
etc.? And while much investment and 
real estate knowledge gained in banking 
is valuable to trust investment it may 
hardly be called identical. The two may 
be complementary, but with the trend 
toward diversification and equity inclu- 
sion (in industries as well as rails and 
utilities), the differences are often 
marked. 


Mr. Chapin properly indicates the use- 
fulness and economy possible from com- 
bining the facilities of banking and trust 
service, in many phases of the work, but 
from the standpoint of the really small 
bank (say five to ten million or less of 
deposits), the economy may be illusory 
if misunderstandings or oversights cause 
loss to trust and surcharge to the bank. 





Ancillary administrations 


and trusteeships in the Los 
Angeles area—a frequent 
need of Eastern institutions 
—are invited by the Trust 
Department of this Bank. 
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Some good work is being done by banks 
in this category, but these have excep- 
tionally qualified, alert men. The impor- 
tant question that this discussion raises 
is the minimum requirements, as to size 
of bank and single-mindedness of atten- 
tion of officers, needed for protecting both 
beneficiary and bank from the potential 
liabilities of complex or discretionary 
trustee management. 


In a survey of all trust departments in 
the United States—just completed in con- 
nection with issuance of a new Trust Di- 
rectory—several small banks have given 
us the interesting advice that their trust 
departments restrict their business to ex- 
ecutor, guardian and agency activities, 
and do not undertake trusteeships. 


Often the small banks with part-time 
trust staffs claim that there is not enough 
to do to justify full-time employment on 
the trust end “as there is not enough 
business to warrant.” This seems to be 
begging the question. If there is not 
enough business potentially available—as 
disclosed by local trust market surveys— 
it would appear that there are more use- 
ful and profitable ways of using “spare” 
time of commercial officers and staff than 
in undertaking the hazardous path of 
managerial trusteeships. If the potential 
market is adequate, considering the com- 
petition, then there is plenty for the trust 
staff or officer to do in developing and 
putting trust business on the books. It is 
no longer a matter of having to wait a 
generation for business to fall in from 
wills; living services can bring immediate 
revenue if the trust man is given full rein 
to spend all time not necessary to admin- 
istration on new business promotion. 
Such efforts, intelligently made, will re- 
flect advantageously also on the bank. It 
is more than a shibboleth that “no man 
can serve two masters” and certainly any 
business as technical and responsible as 
managerial trusteeship deserves the un- 
divided attention and constant study of at 
least the officer in charge. 


a, 


Postal savings deposits exceeded the 
$2,000,000,000 mark for the first time in 
June, 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


KEY EXECUTIVE PENSION AND 
INDEMNIFICATION 


ORPORATIONS which are not ready 

to establish regular pension plans 
for qualifying groups of employees may 
still adopt a plan which will begin fund- 
ing pension reserves for a few selected 
key members of management. Such a 
plan also supplies indemnification against 
economic loss to the company caused by 
the death of a key executive prior to his 
reaching retirement age. 


This plan, which possesses the advan- 
tages of simplicity and flexibility, calls 
for the corporation to invest part of its 
current earnings in insurance policies 
with annuity values on the lives of key 
executives. These policies are owned by 
the corporation and carried as assets on 
its balance sheet. The following results 
are attained: 


(1) While the insured executive lives 
the cash value of the policy increases year 
by year. If the insured executive reach- 
es age 65 in the service of the company 
the cash surrender value, which may then 
equal fifty to sixty percent of the face 
amount of the policy, can be converted 
into a life annuity for the retiring execu- 
tive. In this manner the company’s pen- 
sion liability to such key executive is 
funded. 


(2) If the insured executive dies be- 
fore reaching retirement age, the com- 
pany will receive the face amount of 
the policy in cash. Such sum would in- 
crease the company’s working capital and 
supply funds to offset replacement costs 
and. other expenses incurred through los- 
ing a key member of management whose 
special abilities contributed to the suc- 
cess of the business. 


(3) If desired the Company could 
make use of all or part of the proceeds 
of the policy received upon the death of 
‘he insured executive for purposes of con- 


tinuing his salary to his widow for a lim- 
ited period. The cost of such death bene- 
fit is thus funded for the company. 


(4) While the annual premiums paid 
by the company on these policies are not 
currently deductible for corporation in- 
come taxes, the proceeds of the policy re- 
ceived upon the death of the insured are 
not subject to income tax to the corpora- 
tion no matter how large a profit may be 
involved. In addition, the annual in- 
crease in cash values and the interest 
earnings on the policy reserve are not 
subject to corporation income taxes. 


(5) A corporation which is in the posi- 
tion of having already accumulated suffi- 
cient surplus for necessary business pur- 
poses must pay out its current net earn- 
ings as dividends to stockholders. Other- 
wise, it must run the risk of being sub- 
jected to a penalty surtax for having ac- 
cumulated unnecessary surplus for pur- 
poses of avoiding stockholders’ income 
taxes. It is justifiable, however, for a 
corporation to retain current earnings to 
establish necessary reserves. Such a re- 
serve is represented by life insurance 
policies as a protection against loss of hu- 
man assets. Therefore, although corpo- 
ration income taxes are not saved on pre- 
miums paid, by using part of current 
earnings to pay premiums instead of pay- 
ing additional dividends to stockholders, 
the stockholders’ income tax is saved at 
the highest applicable tax rate. 


(6) One of the principal attributes of 
the plan is that the disposition of the 
funds and the purpose for which they 
may ultimately be earmarked are in the 
discretion of the company. 


(7) There is no necessity for securing 
approval from the Pension Division of 
the Bureau of Internal Revenue or from 
the Salary Stabilization Unit, as the pen- 
sion aspects of the plan are purely in- 
formal with no precommitment to the in- 
sured executives. 
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CUMULATIVE EFFECT OF TAX 
EXEMPT ANNUAL GIFTS 


PREDESIGNED plan of inter-fam- 
ily annual gifts, pyramided over the 
years, possesses cumulative tax advan- 
tages that are not always fully appre- 
ciated. For instance, a husband may 
make a gift to his wife of $3,000 in any 
one year without paying a gift tax, and 
without being required to file a gift tax 
return. If he continues these gifts for a 
period of fifteen years, he will have suc- 
ceeded in transferring tax free a total of 
$45,000 to his wife. In addition to trans- 
ferring the capital he, of course, also 
transfers to his wife the income earned 
through its investment. Let us examine 
the tax results of this plan on a one-year 
basis versus a fifteen year basis: 
$3,000 Gift $3,000 Annual 


made one Gifts made for 
Year only 15 Years 
Total amount of gifts $3,000 $45,000 
Annual income at 4% 
on amount of gift 


120 1,800 
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Estate Tax Situation 


Estate tax saving at 
husband’s death (as- 
suming taxable es- 
tate of $200,000 — 
30% tax bracket) 


Income Tax Situation 


Tax payable on income 
earned by amount of 
gift— 

If gift is not made 
and the income con- 
tinues to be received 
by husband on top of 
$20,000 of other tax- 
able income (59%) 

If gift is made and 
income is received 
by wife with no 
other income (23%) 28 


$ 900 $13,500 


414 


Annual savings in 


family income tax. $ 43 $ 648 


The foregoing table illustrates that 
30% of the gifted capital is saved at the 
death of the husband, and 36% of the in- 
come earned by the gift is saved each 
year, commencing immediately, from the 
date of the gift. The dollar amount in- 
volved is not overly attractive if only one 
gift of $3,000 is made, but if such gifts 
are pyramided over the years the result 
becomes important. 

For persons interested in transferring 
a larger amount than the $3,000 per year, 
the general gift tax exemption of $30,000 
may be used at any time, the first year, 
if desired, without incurring the pay- 
ment of a gift tax, but a gift tax return 
must be filed for such additional gifts. 

In order to enjoy the annual $3,000 
gift tax exclusion, the gift must be of a 
present immediate interest in property, 
not a future interest, such as a deferred 
trust. However, a husband-donor may 
pay the premiums on an insurance policy 
on the life of his wife-donee, owned by 
her, and the annual exclusion of $3,000 is 
applicable. 


* * * 


DISPOSITION OF WIFE’S ESTATE 


F a wife dies before her husband and 

has the usual type of simple will, leav- 
ing everything outright to him, a number 
of tax disadvantages will be involved. 
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Upon the wife’s death her estate is sub- 
ject to estate and inheritance taxes— 
what is left will pass into the name of 
the husband. Therefore, at his subse- 
quent death the wife’s net estate, added 
on top of the husband’s estate, would be 
subject to a second set of estate taxes at 
the highest tax rates attained. (This sec- 
ond tax would not be incurred if the hus- 
band failed to survive his wife by a pe- 
riod of five years.) 


There is also the matter of income tax- 
es. The income from the wife’s estate 
received by the husband would be added 
on top of his other income and taxed at 
the highest applicable tax bracket. It is 
possible that the income from the wife’s 
estate may be largely eaten up by taxes. 


The common solution for eliminating 
the double estate tax is for the wife to 
trustee her estate, giving the husband 
the income for life and providing that 
upon his death the principal shall pass to 
children or other secondary beneficiaries. 
However, the husband is still faced with 
the income tax problem. If such income 
is paid to the children instead, it would 
be taxed at much lower rates than would 
be the case if the husband received it. 
Through proper planning the husband 
could in effect be left with ample powers 
and benefits in his wife’s estate and still 
conserve most of the capital and income 
for the benefit of the children. 


Marine of Milwaukee 
Establishes Common Trust 


A discretionary common trust fund was 
established on July 1, 1944, by Marine Na- 
tional Exchange Bank of Milwaukee. The 
initial value of the Fund is $535,620, repre- 
senting 31 trusts. 


The Plan grants the trustee broad pow- 
ers to invest in stocks, bonds and mortgages 
and to make loans upon collateral security 
consisting of any of the foregoing. Secur- 
ities may be registered in the name of a 
nominee. The trustee is not to be required 
to amortize premiums or accumulate dis- 
counts. 


The initial value of each unit is $10. In- 
come is to accrue at an equal rate from day 
to day between valuation dates, distribution 
to be not less than quarterly. 


Vice-President’s Office, Corporate Trust Division 


Lhe Westi Sargest 
Trust Company 


SECURITY-FIRST 
NATIONAL BANK 


OF LOS ANGELES 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


Land Title Common Trust Fund 
Earns $4.18 


Earnings of the Discretionary Common 
Trust Fund operated by the Land Title Bank 
and Trust Co., Philadelphia, amounted to 
$4.18 for its second fiscal year ended June 
30, according to the report made public by 
President Percy C. Madeira, Jr. This repre- 
sented a slight gain over the $4.13 for the 
previous year. The value of each unit rose 
from $112.16 to $114.07. 


During the year, 39 additional trusts were 
admitted, bringing the number of partici- 
pating trusts to 231, representing an ag- 
gregate investment of $2,400,338.13, or an 
average of $10,391.07 per trust. 


At the year end, the Fund was invested 
as follows: Government bonds 31%; Dom- 
inion of Canada guaranteed bonds 2.2%; 
Railroad bonds and stocks 8.9%; Public 
Utility bonds and stocks 20%; Industrial 
bonds and stocks 37.7%; cash .2%. Bonds 
represented 55.1% of the Fund; preferred 
stocks 15% and common stocks 29.7%. 
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Mississippi Trust Men Discuss 
Legislation, New Business 


Consideration of the Texas Trust Act 
for adoption. with necessary changes 
and omissions, in Mississippi was rec- 
ommended by the Legislative Committee 
of the Trust Division, Mississippi Bank- 
ers Association, at its meeting on Aug- 
ust 7. The committee’s report cited the 
approval of the Texas Act by Assistant 
Attorney General James T. Kendall, 
subject to modifications to meet local 
conditions. 


B. H. Colmery, vice president and 
trust officer, First National Bank & 
Trust Co., Vicksburg, was elected presi- 
dent of the Trust Division, succeeding 
Noel L. Mills, assistant trust officer, De- 
posit Guaranty Bank & Trust Co., Jack- 
son, who had served since the organiza- 
tion of the Division last November. A. 
B. Cook, vice president and trust officer, 
Citizens Bank of Hattiesburg, was 
chosen vice president, succeeding M. D. 
Breet, vice president, Bank of Clarks- 
dale. 

Mr. Brett, outlining a program for de- 
veloping new trust business through ad- 
vertising, direct mail, customer contact 
and relations with attorneys and life 
underwriters, told the 30 delegates pres- 
ent that “the business of handling small 
estates and trusts, at reasonable fees, in 
time will prove profitable . . . to the 
smallest institution as the logical one 
in the community to perform the ser- 
vice.” 

R. R. Dinsmore, chief attorney of the 
Veterans Administration in Jackson, 
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urged trust institutions to serve as 
guardians of the estates of Government 
beneficiaries. Citing the fact that 29 
State banks are acting as guardians for 
228 of the 1,133 beneficiaries under his 
office’s supervision, Mr. Dinsmore ex- 
pressed approval of the efficient manner 
in which these matters have been hand- 
led. Aside from the adequacy of the 
compensation allowed and the duty to 
the community, he pointed out that col- 
lateral business often results from these 
contacts. 


Referring to the 15% increase pro- 
vided by P. L. 312, 78th Congress, ap- 
proved May 27, 1944, Mr. Dinsmore 
emphasized that this does not apply in 
all guardianship cases and even where 
it does govern, authority must be ob- 
tained from the court to increase the 
allowance to the ward in each case, de- 
pending on the individual circumstances 
thereof. 


0 


California Trust Committees 
Named 


Appointment of chairmen of standing 
committees of the Trust Division, California 
Bankers Association, for the year 1944-45 
has been announced by Earl F. Law- 
rence, Chairman of the Division and trust 
officer, Crocker First National Bank, San 
Francisco. 

Common Trust Funds: B. B. Brown, vice 
president and trust officer, American Trust 
Co., San Francisco. 

Legislative: Walter E. Bruns, vice presi- 
dent and trust officer, Bank of America 
N.T. & S.A., San Francisco. 

Pension & Profit Sharing Trusts for Em- 
ployees: T. B. Williams, trust officer, Se- 
curity-First National Bank of Los Angeles. 

Public Relations: R.H. Bolman, assistant 
vice president, Union Bank & Trust Co. of 
Los Angeles. 

Taxation: Frank H. Schmidt, vice pres- 
ident and trust officer, California Trust 
Company, Los Angeles. 

Trust Policies: H. M. Bardt, vice pres- 
ident and trust officer, Bank of America 
N.T. & S.A., Los Angeles. 

Veterans’ Affairs: G. F. Kelleher, trust 
officer, Bank of America N.T. & S.A., San 
Francisco. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ALABAMA 


Montgomery—Joseph D. Jolly has been 
named assistant trust officer of the FIRST 
NATIONAL BANK. 


CALIFORNIA 


San Francisco—Charles R. Ayers has re- 
turned as assistant trust officer of the 
PACIFIC NATIONAL BANK after four 
years spent with the First National Trust 
& Savings Bank of Santa Barbara. 


San Francisco—John T. Boyle was recent- 
ly appointed assistant trust officer of 
CROCKER FIRST NATIONAL BANK. 


FLORIDA 


Miami—Frank P. Harris, formerly with 
the Central Hanover Bank & Trust Co. of 
New York, has been elected assistant trust 
officer of FLORIDA NATIONAL BANK & 
TRUST CO. 


GEORGIA 


LIBERTY NATIONAL 


Savannah — 


BANK & TRUST CO. has advanced vice 
president Nephew Clark to the post of exe- 


cutive vice president and trust officer. Mr. 
Clark will continue to serve as head of the 
trust department, which has increased its 
volume of business under his direction the 
past nine years. 


ILLINOIS 


Chicago—The following promotions were 
announced by the HEITMAN TRUST CO.: 
R. H. Droege, advanced from secretary and 
treasurer to executive vice president and 
treasurer; Harold E. Mueller, advanced from 
assistant secretary to vice president and 
secretary, and William J. Herrmann and 
Roger T. Fridman appointed assistant secre- 
tary and assistant treasurer, respectively. 


Chicago—Henry B. Bodwell has become 


second vice president of the NORTHERN 
TRUST CO., trust investment division. 


KANSAS 
Topeka—W. Max Harris has been elected 
trust officer of the NATIONAL BANK OF 
TOPEKA. 


KENTUCKY 


Louisville—David W. Fairleigh has re- 
turned to LINCOLN BANK & TRUST CO. 
as vice president and secretary, after two 
years as Major in the U. S. Army. 


Paducah—A. R. Meyers, vice president 
and trust officer of the CITIZENS SAV- 
INGS BANK since 1933, resigned. 


INDIANA 


Evansville—H. L. Austin has been ap- 
pointed trust officer of the OLD NATION- 
AL BANK to succeed Robert E. Towey. 

Mr. Austin 

started his 

trust career 

fourteen years 

ago with the 

Hamilton Na- 

tional Bank of 

Knoxville, 

Tenn., where 

he became as- 

sistant trust 

officer. He 

joined the 

Third National 

Bank of Nash- 

ville, from 

which he 

H. L. AUSTIN comes, in the 

same capacity in 1937. He is a graduate of 

the Graduate School of Banking. 


LOUISIANA 


Baton Rouge—William B. Gladney, execu- 
tive vice president of FIDELITY NATION- 
AL BANK, has been elected president, and 
W. L. Ward, Sr., has been named chairman 
of the board. W. LeRoy Ward, Jr., was 
made executive vice president. 


MARYLAND 


Baltimore—MARYLAND TRUST CO. has 
named Vernon E. Leamann manager of the 
analytical and investigating department, to 
succeed the late George G. Thomas. 


MAINE 


Bangor—George D. Everett, formerly ex- 
ecutive vice president and treasurer, has 
been elected president of the MERRILL 
TRUST CO., succeeding Sherman N. Shum- 
way, who resigned to become vice president 
of the Signal Oil and Gas Company of Los 
Angeles. 


MICHIGAN 


Port Huron — MICHIGAN NATIONAL 
BANK has promoted Paul Hardt to assist- 
ant vice president and trust officer. 
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Jamestown—Arnold W. Hanson has been 
elected trust officer of the BANK OF 
JAMESTOWN, to succeed Marvin L. Clapp, 
who resigned to re-enter the legal profes- 
sion. Mr. Hanson, with the baink since 
1925, is a graduate of the Graduate School 
of Banking. 

Middletown—Samuel E. Hale has been 
elected to succeed D. S. Frolen as trust of- 
ficer of THE NATIONAL BANK OF MID- 
DLETOWN. 

Newburgh — HIGHLAND-QUASSAICK 
NATIONAL BANK & TRUST CO. has 
elected Harry M. Jamison as president suc- 
ceeding the late Dewitt E. McKinstry; J. 
Sloan White elected vice president. 

Rochester — ROCHESTER TRUST & 
SAFE DEPOSIT CO. has announced the 
following promotions to assistant trust of- 
ficer: Ralph J. Oliver, Albert D. Stewart, 
Jr., and Fay E. Wright. 

Rochester—UNION TRUST COMPANY 
has elected Charles F. Seuffert as trust 
officer. 
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NEW JERSEY 


East Orange—Raymond P. Beck has been 
named assistant trust officer of the AM- 
PERE BANK & TRUST CO. 


OHIO 


Akron—An estates planning division of 
the trust de- 
partment 
of the FIRST- 
CENTRAL 
TRUST Co. 
will be under 
the direction 
on -.: B.- 2. 
Baldwin, re- 
cently elected 
vice president. 
Mr. Baldwin 
was associated 
with the Na- 
tional Shaw- 
mut Bank of 
Boston for 15 

O. H. P. BALDWIN years, where 
he was assistant cashier. He is a graduate 
of Harvard and of the Graduate School of 
Banking. 


Toledo—COMMERCE GUARDIAN BANK 
has elected Carl P. Trost and Owen B. Mar- 
shall assistant secretaries. 


PENNSYLVANIA 


Pittsburgh—Arthur E. Braun, president 
of the FARMERS DEPOSIT NATIONAL 
BANK since 1919, has been elected chair- 
man of the board. John S. Smith, vice pres- 
ident, became president. 


TENNESSEE 


Nashville—C. D. Rippy, trust officer of 
the COMMERCE UNION BANK, will as- 
sume the dut- 
ies of J.: H. 

Tidman, who 
resignedas 
trust officer to 
become associ- 
ated with Al- 
bert P. Rose in 
the wholesale 
tire business. 
Mr. Tidman 
terminates an 
association of 
twenty years 
with the Bank, 
heading the 
Trust Depart- 


ment for a Cc. D. RIPPY 
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number of years. Mr. Rippy, trust officer 
since 1943, is a graduate of Vanderbilt Uni- 
versity, the Y.M.C.A. Law School, and is a 
member of the Tennessee Bar. 


TEXAS 


San Antonio—BEXAR COUNTY NA- 
TIONAL BANK elected John E. Lee cash- 
ier and assist- 
and trust offi- 

cer. 


San Antonio 
— Robert H. 
Wallace, an at- 
torney, has 
been elected 
trust officer of 
THE ALAMO 
NATION. 
AL BANK. He 
was incorrect- 
ly identified in 
August issue 
as Robert H. 


ROBERT H. WALLACE Walker. 


SOUTH CAROLINA 


Charleston—Angus E. Bird was elected 
chairman of the board and Hugh C. Lane, 
president of the CITIZENS & SOUTHERN 
NATIONAL BANK. Mr. Lane is the son 
of Mills B. Lane, now honorary chairman of 
the bank. 


VIRGINIA 


Norfolk — Robert S. Davis and Edwin R. 
MacKethan, appointed trust officers of NA- 
TIONAL BANK OF COMMERCE. Mr. 
Davis is a 
graduate of the 
Graduate 
School of 
Banking, Rut- 
gers Univers- 
ity, where he 
majored in 
trust law and 
business, and 
is a former as- 
sistant trust 
officer of the 
Lincoln - Alli- 
ance Bank & 
Trust Co. of 
, Rochester, N. 

ROBERT S. DAVIS Y. Prior to this 
he was with the Irving Trust Company in 
New York City for 12 years, in personal 
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trust opera- 

tions and ad- 

ministration. 

Mr. McKethan 

has been with 

the trust de- 

partment of 

the National 

Bank of Com- 

merce since 

1938, as assist- 

ant cashier. He 

is a graduate 

of the Univers- 

ity of North 

Carolina and 

received a 

EDWIN R. MacKETHAN Bachelor of 

Law degree from George Washington Uni- 

versity. He was previously with Recon- 

struction Finance Corporation and with the 
Bankers Trust Company, New York City. 


WASHINGTON 


Seattle—Thomas L. McQuaid has been 
named assistant trust officer of THE BANK 
OF CALIFORNIA N.A. 


THE BANK DIRECTORY 


POLKS 
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Seattle—E. S. Brevig has been promoted 
to trust officer of the UNIVERSITY NA- 
TIONAL BANK. 


BERMUDA 


Hamilton—BANK OF BERMUDA, LTD., 
appointed A. Elystan Haycock assistant 
trust officer as well as assistant secretary. 


CANADA 


Toronto—J. J. Macdonnell has retired as 
president of the NATIONAL TRUST CO. 
to enter public life. At the forthcoming 
general election, he will seek a seat in the 
House of Commons at Ottawa. Terence 
Sheard, assistant general manager of the 
National Trust, who has been on loan since 
1940 to the Department of National Defense 
for Air in Ottawa, has returned to his post 
in Toronto. 


TRUST INSTITUTION BRIEFS 


Hamilton, Bermuda—The Trust Depart- 
ment of the Bank of Bermuda, Ltd., oper- 
ated at a small profit for the year ending 
June 30, 1944, and the volume of business 
handled showed a satisfactory upward trend, 
according to the annual report. 

Middletown, Conn.—The Central National 
Bank of Middletown and the Middletown 
Trust Company have consolidated and are 
now known as THE CENTRAL NATIONAL 
BANK & TRUST CO. OF MIDDLETOWN. 


Syracuse, N. Y.—A plan for the consoli- 
dation of the following three banks has been 
announced: FIRST AND SECOND NA- 
TIONAL BANK & TRUST CO., Oswego, 
the OSWEGO COUNTY TRUST CO., Ful- 
ton, and the PHOENIX BANK, of Phoenix. 
The new institution will be known as the 
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OSWEGO COUNTY NATIONAL BANK, 
with offices located at the three consolidated 
banks, and total resources will be over 
$14,000,000. Nelson L. Whitaker, retiring as 
president of the Oswego County Trust Co., 
has relinquished holdings in that bank to 
the Marine Midland Corp., which controls 
the First & Second National. 


Ashville, N. C.—Hugh M. Felder, cashier 
and assistant trust officer of the FIRST 
NATIONAL BANK, has become a member 
of the Ashville City Council. 

Memphis, Tenn.—The Kimberly diamond, 
fourth largest diamond in the U. S., will be 
the feature of the 75th Diamond Jubilee an- 
niversary display of the UNION PLANT- 
ERS NATIONAL BANK & TRUST CO., to 
which its customers and friends are invited. 
Also on display will be a perfect, flawless 
22-carat emerald-cut champagne-colored 
diamond and historical coins and currency 
of the past three-quarter century. 


IN MEMORIAM 


CLARENCE H. COOKE, chairman of the 
board of the Bank of Hawaii and president 
of the Cooke Trust Company, Honolulu. 

GEORGE A. GUILD, chairman of the 
board of the Central National Bank and of 
the Central Trust Company, Topeka, Kan- 
sas. He was formerly vice president of 
Bankers Surety Co., director of the Capitol 
Building & Loan Association and the State 
Bank of Bern, and a member of the board 
of trustees of Washburn University. 

PHILIP T. HAWES, assistant trust offi- 
cer of the Fall River (Mass.) National Bank. 

WALTER LENOIR PATTON, president 
and trust officer of the Peoples National 
Bank of Greenville, S. C. 

WYNANT DAVIS VANDERPOOL, pres- 
ident of the Howard Savings Institution in 
Newark, N. J. 

HERBERT P. HOWELL, chairman of the 
board of directors of the Commercial Na- 
tional Bank & Trust Co., New York. 

THOMAS M. STEELE, chairman of the 
board and former president of the First 
National Bank & Trust Co., New Haven, 
Conn. 

CLARENCE H. ADAMS, president of In- 
ternational Trust Co., Denver, Colo., and 
chairman of the Colorado War Finance Com- 
mittee. . 





CURRENT EVENTS 


Cleveland Trust is 50 Years Old 


The Cleveland Trust Company completes 
50 years of service to northern Ohio on Sept. 
20, 1944. The 17th largest bank in the 
United States, it has 46 banking offices in 
Cuyahoga, Lake and Lorain counties, with 
resources of more than $900,000,000. 

Despite its 
conservatism, 
The Cleveland 
Trust Com- 
pany has been 
a pioneer on 
many occa- 
sions, as_ well 
as a leader in 
new develop- 
ments. Not- 
ably, it was 
among the 
first banks to 
use modern ad- 
vertising ag- 
gressively, in- is. _ 
cluding first I. F. FREIBERGER 
use of the explantory form of statement of 
condition; to enter upon branch banking; 
to expand by acquiring other banks; to vol- 

unteer mem- 

bership in the 

Federal Re- 

serve System. 

It launched the 

first Commun- 

ity Trust, a 

conception of 

its late presi- 

dent, Fred H. 

Goff. The 

Cleveland 

Foundation 

provides 

a means for 

distribut- 

ing funds for 

GEORGE GUND supplementing 

charitable and educational work. The foun- 

dation model has been adopted in more than 

75 other communities. Two other local banks 

in addition to The Cleveland Trust Company 
are now trustees of the Foundation. 


With its entrance into the Federal Re- 
serve System in 1917 The Cleveland Trust 
Company added commercial banking to its 
original functions of savings bank and trust 
company. 


Since 1941 I. F. Freiberger has been 
chairman of the board, and George Gund 
president. 
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The growth of the Estates Trust depart- 
ment is described by Mr. Freiberger in the 
forthcoming issue of the Cleveland Trust 
Magazine. “The first substantial impetus 
came with the acceptance of a large testa- 
mentary trusteeship early in 1900. Even 
a year after this event, the department con- 
sisted of five persons. Since then the per- 
sonnel has increased by more than thirty- 
fold. The number of operating accounts is 
in excess of thirty-six hundred, including 
many small trust accounts. Today it ranks 
as one of the largest trust departments in 
the United States.” 
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Trust Division Meeting Sept. 25 


The Trust Division of the American Bank- 
ers Association will hold its session of the 
annual meeting in Chicago on September 
25. Speakers include President Henry A. 
Theis of Guaranty Trust Co. of New York, 
Edward D. Odum of the Veterans Admin- 
istration, who will discuss “How Trust In- 
stitutions Can Serve Veterans of the Pres- 
ent War,” and James E. Shelton of Security- 
First National Bank of Los Angeles, who 
will talk on “What a Good Trust Depart- 
ment Means to a Bank.” 
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For ancillary service in Minnesota 


FIRST NATIONAL 
BANK of MINNEAPOLIS 


115 South 5th Street 
Minneapolis, Minnesota 





PROFIT * AND * LOSS 


MENU 


A record of the Income, Expense, Profit 
and Loss experienced at a dinner 
arranged in honor of 
ROSE aET £. TOWEL Y 
by his associates at the 
OLD NATIONAL BANK 
in Evansville 


Vendome Hotel -2 July 28, 1944 


PITTI ITLL ttl 
PITTTIITIII ILI 


INCOME 
Amortized Celery 
Discounted Olives 
Revocable Pickles 
Shrimp Cocktail in Escrow 
Implied Bouillon with Overdrafts 
Lobster de bonis non a la 
Discretionary Powers 
Served with Fiduciary Dressing 
Annuity Potatoes 
Unfunded Buttered Lima Beans 
Assorted Endowments — 
Community Trusts 
Frozen Assets 
Gold Standard Dessert 
Drinks — Cooled by the Trust 
Committee 
EXPENSE 
Computed on the Vendome accrual basis 
LOSS 
The services of Robert E. Towey 


GAIN 
Tradesmens National Bank & Trust Co. 


Bill of Fare with farewell dinner to Mr. 
Towey, shown below, upon appointment as 
trust officer of the Tradesmens National 
Bank & Trust Co. of Philadelphia. 
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Robot Hits Trust Company 


The London Office of Bankers Trust Com- 
pany, at 26 Old Broad Street, was dam- 
aged after hours one recent Saturday after- 
noon, by a flying bomb which exploded 50 
yards away, without casualties among the 
office staff or property loss not covered by 
insurance. All securities and records, being 
in vault storage off the premises, were un- 
touched. 

R. H. Oxley, Manager of Bankers Trust 
Company’s London Office, reports: 


“Arriving at the scene early Saturday 
evening, I found a truly appalling spectacle. 
It was difficult to get into the building at 
all, but when I did, it was almost impossible 
to get round the premises because of fallen 
doors and partitions, as well as for the 
enormous amount of glass scattered all over 
the place. With the rest of the office staff, 
we started in on Sunday morning and by 
4:30 P.M. had got the majority of the 
woodwork stacked, glass collected and 
dumped outside and desks re-erected, so we 
were ready to start work as usual on Mon- 
day morning. For the time being we have 
a super-abundance of fresh air, for of 
course every single window has gone,” but 
nevertheless we are thankful that the util- 
ity services, including telephone, gas, elec- 
tricity and water are still functioning.” 
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William Powers, deputy manager of the 
American Bankers Association and assist- 
ant registrar of the Graduate School of 
Banking, has been named registrar to suc- 
ceed Richard W. Hill, recently retired. Miss 
Janet Johnson has been named assistant 
registrar. 


) 


Leroy Lewis, secretary of the North Car- 
olina Bankers’ Assn., has been appointed 
assistant educational director of the Amer- 
ican Institute of Banking, educational sec- 
tion of the American Bankers Assn. 


— 


William E. Anderson, trust officer, Cen- 
tral Trust Co., Cincinnati, has been named 
chairman of the Trust Committee of the 
Ohio Bankers Association by incoming pres- 
ident Paul Eliot. 


—_———0 


I. Austin Kelly has been named chairman 
of the New York Life Underwriters Asso- 
ciation’s Committee on Cooperation with 
Trust Companies. 





CURRENT EVENTS 


Where There’s A Will... 


RS. WILL ROGERS named the 

Beverly Hills (Cal.) National 
Bank & Trust Company as co-executor 
of her will together with her son James. 
The estate is left to her three children. 
Shortly before her death, Mrs. Rogers 
had donated her 186-acre ranch, valued 
at $550,000, to the public as a historical 
monument and State park. The late hu- 
morist’s saddles, original manuscripts 
and other effects will be kept in the ranch 
house on exhibition .. . 


The Canada Permanent Trust Com- 
pany of Toronto is appointed co-executor 
and co-trustee under the will of F. Gor- 
don Osler, chairman of the board of the 
Canadian Surety Co., subsidiary of the 
American Surety Co. of New York. His 
estate is valued at one and a half million 
dollars, including $64,000 life insurance, 
$137,000 cash, $1,040,000 securities, and 
his interest in his brokerage business of 
$225,000. After bequeathing legacies to 
his servants, Mr. Osler set up a trust 
with 70% of the income to his wife and 
the balance to his five children who re- 
ceive the principal upon her death... 

Approximately 50% of the stock of 
Jamaica race track and 30% of Aqueduct 
are disposed of among relatives and 
friends of Mrs. Clara J. Corbett, sister- 
in-law of the late Eugene Wood, veteran 
Albany lobbyist after whom the Wood 
Memorial race was named and from 
whom Mrs. Corbett inherited the stock 
through her sister. A gift of $50,000 is 
made to the Society of the Sisters of St. 
Vincent de Paul. The Chase National 
Bank of New York and Robert L. Jones, 
an officer of the bank, are named execu- 
TOPS: 


The estate of Walter P. Murphy, rail- 
way equipment manufacturer who died 
in December 1942, was recently appraised 
at $33,905,981, of which Northwestern 
University will receive more than 25 mil- 
lion. Continental Illinois National Bank 
& Trust Company of Chicago is executor 
of the estate . . . Antonio Zupa, who 
shined shoes at Buffalo railroad stations 
for forty years, left an estate of $135,000, 
according to a recent transfer tax ap- 
praisal ... The will of George Grushlaw 


of Philadelphia leaves $1000 to provide 
refreshments for the card game sessions 
in which he was wont to participate .. . 
The former Nazi headquarters in Berlin 
have been bequeathed to the United 
States government by Albert Eckstein of 
New York, who in 1939 leased the prop- 
erty to the Nazis “on request...” 


William H. Johns, chairman and form- 
er president of Batten, Barton, Durstine 
& Osborn, Inc., advertising agency, 
named City Bank Farmers Trust Co. of 
New York as co-executor and co-trustee 
under his will which establishes a trust 
of $300,000 for the life benefit of his 
wife. Upon her death, principal is to be 
divided among their children and heirs. 
A bequest of $20,000 was made to Edith 
L. Powell, Mr. John’s private secretary. 
Mr. Johns was a founder and first presi- 
dent of the American Association of Ad- 
vertising Agencies. 


Guy Horton Returns to National Life 


Guy B. Horton, nationally prominent ex- 
pert on insurance settlements and trusts, 
has returned to the legal department of the 
National Life Insurance Co. of Vermont 
from which he had retired in 1941 to devote 
his time to revising his book on life insur- 
ance trusts. In 1943 Mr. Horton became 
assistant professor of history at Norwich 
University in connection with the Army 
Specialized Training Program, with the rank 
of Captain. Discontinuance of that pro- 
gram enabled him to rejoin National Life. 


We believe that our Estate Planning 
Service can be of great assistance to men 
and women who wish to give their heirs 
the greatest possible protection. 


This service is available to all such and 
to their Attorneys. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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Letter from cLondon 


VERBAL error crept into the state- 

ment in my Letter from London of 
August last. Speaking of Post-War Prob- 
lems I touched on three probable meas- 
ures, the last of which should have read 
as follows: “Production may be diverted 
in many cases from (not to) require- 
ments that may prove to be uneconomic 
or socially undesirable.” No doubt most 
readers will have understood the sense of 
this despite the error. Indeed what I en- 
visaged seems more probable as time 
goes on. 


Robots Intensify Building Shorrtage 


LYING bombs have been very de- 
structive in the south of England, 
particularly in London, for the last eight 
weeks, and on August 2nd the Prime 
Minister said that 17,000 houses, (includ- 
ing one belonging to the writer) had been 


totally destroyed, while about 8,000 
houses, of which a quarter have not yet 
been made habitable, have been damaged. 
The inference from this alone will imply 
a strain on building resources. Hence 
there will be a still further increase in 
the demand for labor engaged upon the 
production of sheer necessities at the ex- 
pense of any that might have been de- 
voted to luxuries and goods generally that 
are not indispensable, for some time after 
the close of hostilities. 


The picture so far as housing is con- 
cerned may be clarified in financial terms 
when it is stated that the net building 
price per house, at prices current last 
November, would amount to 2,700 dollars 
per house, and that is a low estimate. 


ARTHUR V. BARBER, 
Banking Information Service, London 








State STREET l'Rust COMPANY 
BOSTON 


A NEW ENGLAND INSTITUTION 
FOR 
EVERY BANKING AND TRUST SERVICE 


Charles Francis Adams 
Chairman 


SL Lew 


Allan Forbes 
President 


Member 
Federal Reserve System 
Federal Deposit Insurance Corporation 





DUBLIE 


po 5 x OS. OE 


PROGR COE 
cane 


OVEN, 





ESTATE SERVICE 


FOR THE PUBLIC 


Successful Record of Pioneer ‘“ Small Estates Division ”’ 


G. M. WALLACE 
President, Security-First National Bank of Los Angeles 


REAT fortunes and little ones have 

been administered by the trust in- 
stitutions of California since the state’s 
first enabling laws in 1891. Famous 
names in gold mining started the roster, 
to be followed by estates built on oil and 
real estate. With growth of industries, 
commerce and agriculture the uses of 
trusteeship broadened rapidly, but the 
popular idea lingered that these were use- 
ful only to persons of great wealth. 

This misconcep- 
tion has long 
barred trust insti- 
tutions from the 
wider field of ser- 
vice to which they 
and the public are 
entitled. It has 
also deterred many 
families of modest 
means from using 
a service of very 
great value to 
them. Indeed, in re- 
viewing recent 
newspaper clip- 
pings of our bank, 
we found that an 
estate of $800,000 


One of the ads that aided in securing substantial new 
business is shown to Mr. Wallace by L. 
head of the trust department. 


was the smallest with which our bank 
name has been associated in the Los An- 
geles newspapers over a period of more 
than three years. From this point the 
figures for estates in our care as re- 
ported by the newspapers ranged upward 
to very high figures, none being less than 
$1,000,000. The decline of the great for- 
tunes 4nd the creation in their stead of 
many estates of small and medium size 
has accentuated this situation. 

Viewing this pic- 
ture as a whole we 
felt that to alter 
the public concep- 
tion of our field as 
being exclusively in 
the high brackets, 
something more 
was needed than a 
mere change in 
statement of pol- 
icy. Positive, dram- 
atic and tangible 
proof was required. 
Thorough cost an- 
alysis had shown 
that the standard 
fees could be ade- 
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modest estates.* The formation of a spe- 
cial department, which could be publi- 
cized, and the announcement of which 
could attract wide attention, was our an- 
swer to the problem. Thus was estab- 
lished, on March 27, 1944, a new Small 


*For a $1000 estate, the fee is $70; for one of 
$5,000 the charge is $230, a $10,000 estate would 
pay $430. 


If you have $1000 
you have an estate 


y 


Your estate is entitled to 
the same skilled, careful 
settlement accorded 
large properties 


SS = 
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Through our new Small 
Estates Division, we 
will now settle estates 
as small as $1000. 


ALL THE FACILITIES of this Bank are now open to the 
handling of any estate where we can be of aid. Our 
probate work covers every phase of estate settlement and 
includes Collecting Assets - Taking Inventory +» Paying 
Claims + Caring for Securities « Paying Taxes + Dis- 
tributing Assets and many other duties. For legal work, 
we employ the attorney who drew your Will. We charge 
the standard fees provided by law, for example: 


Estate of: $1,000 Charge: $70 
5,000 230 

10,000 430 

15,000 580 

20,000 730 


TRUST Depry 


SEcuriry. 
First 
Nationa 
BANK 


of les Angeles 


Your inquiry is welcome. 


One of the advertisements used in news- 
papers. Original size, 2 col. by 9% inches. 
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Estates Division to accept for probate es- 
tates as small as $1000. 


For our new Division we chose a site 
near the Trust Department entrance on 
the Third Floor of our Head Office build- 
ing at Sixth & Spring Streets, Los An- 
geles. We erected a prominent sign bear- 
ing the name, and photographs of the 
sign and the department were made an 
important feature of our announcement 
advertising. Pictures appeared on our 
printed matter, lobby and window cards, 
and elsewhere. 


Choice of the name of the new division 
was not easy. How would people feel 
about standing at a counter under a sign 
reading “‘Small Estates Division”? Would 
they be embarrassed? Would they feel 
that their business was lightly regarded 
or unappreciated by the bank? There was 
some evidence that the name might prove 
a boomerang. On the other hand, we felt 
that the advantages outweighed the dan- 
gers. Publicizing of the fact that such a 
department was in existence would, we 
hoped, definitely convince large numbers 
of people that we were positively in the 
market for the smaller estates. Further- 
more, and most important, it would make 
the man with an estate under $25,000 
absolutely certain and confident that his 
business was welcome. This was a prime 
objective. 


In selecting the figure of $1000 as the 
minimum-sized estate that we would han- 
dle, we were not unaware of the fact-that 
few estates that small want, or need, 
trust company services. Nevertheless, we 
felt the inclusion and repetition of the 
$1000 figure to be very important. In 
bringing home to everyone our interest 
in small estates, it carried a message that 
no generalities or indefinite phrases 
could duplicate. 


When our new Division was ready for 
business we ran newspaper copy about 
quarter page in size, depicting the new 
department and announcing its purpose. 
We supplemented this with radio copy. 
All advertising followed a very simple 
pattern. It stated the purpose of the new 
division, mentioned $1000 as the mini- 
mum-sized estates, and concluded with a 
table of fees. We supplemented the radio 
time and newspaper space with printed 





NEW BUSINESS 


matter, statement inserts, lobby and win- 
dow posters and even classified advertis- 
ing. 

Upon placing our first announcements 
we were greatly pleased to find our inno- 
vation the subject of congratulatory edi- 
torials in the Los Angeles newspapers. 
The Los Angeles Times reviewed the past 
record of the trust companies in handling 
large fortunes in California in early days 
and indicated that our interest in small 
estates was very timely and in line with 
the changing economic conditions. The 
Los Angeles Herald spoke of the organi- 
zation of the Small Estates Division as a 
feather in the cap of western finance, 
which had already pioneered in many 
new banking developments, such as the 
“annuity trust.” Numerous papers in 
our area carried a short news-story about 
the new division. 

A noticeable increase in inquiries fol- 
lowed the appearance of our first an- 
nouncements. At the end of April the 
figures for new business showed a very 
surprising upswing; the month of May 
recorded still further gains; June busi- 
ness exceeded May. By the end of the 
quarter we had received an amount of 
trust business which in both numbers and 
dollars, was about double the correspond- 
ing period of the previous year. 


Contributing to the favorable results 
obtained was the fact that our branch 
managers and trust advisors, as well as 
the newspapers, radio stations, advertis- 
ing agencies and others associated with 
the campaign, found a real satisfaction 
in getting behind the project and making 
it a success. They felt the step we had 
taken worthwhile. As a side-light, our 
branch managers and trust people took 
keen delight in rendering obsolete a chart 
sent them on which new trust business 
for the next several years was presumed 
to be recorded. Within 60 days, as a re- 


sult of their efforts, the chart was out- | 


grown, and a new one had to be prepared. 
Work of the bank staff, which has been 
outstanding, is recorded regularly in the 
bank’s house organ, the News Bulletin. 


Reaction of attorneys to our new pro- 
ject was surprisingly favorable. Com- 
ments by some of them were published in 
our advertising. A few samples follow: 
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“You should have made this move long 
long ago.” From a counsel for a West- 
ern railroad. 


“This change that you are making now 
was made in my own legal practice sev- 
eral years ago. I accustomed myself to 
the acceptance of a greater volume of 
business at smaller fees. To my surprise, 
I found the change beneficial. I escaped 
worry and strain over the possible loss of 
a single large account. I enlarged my 
acquaintanceship. Today I am enjoying 
my work more than in many years; and 
I have not suffered financially.” From a 
downtown Los Angeles attorney in pri- 
vate practice. 

“At best our office can handle about 
twenty estates at the same time. If we 
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SMALL ESTATES 


Illustration on cover of folder announcing 
establishment of division and fees. 
Another leaflet, “Are You Settling An 
Estate?” offers “estate settlement service 
. .. to meet the needs of those who find the 
probate of an estate too great a charge up- 
on their time and experience.” 
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“Your booklet is one of 
the most _ constructive 
pieces of trust advertis- 
ing that I have seen in a 
long time.” 


The above is one of many en- 
thusiastic comments by trust 
officers about the new booklet 
“A Woman’s Financial Future.” 
We recently prepared it as part 
of a large trust company’s pro- 
gram for convincing women that 
they will benefit if their hus- 
bands place their estates under 
the trust company’s manage- 
ment. 


That trust company considers 
this one of its most profitable 
investments in trust advertising. 


New ideas—new ways to develop 
trust business—timely advertis- 
ing—all help to make Purse 
service an important factor in 
the business promotion plans of 
many banks and trust com- 
panies. 

Invite detailed information, 
without obligation. ; 
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Headquarters for Trust Advertising 


CHATTANOOGA, TENNESSEE 
e 


BUY WAB BONDS 
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had a bank to work with in each case I 
believe we could handle ten times as 
many. The bank takes care of all the 
accounting, the tax returns, the transfer 
of securities, and a hundred other de- 
tails that save the attorney’s time and en- 
ergy.”—From a member of a Los Ange- 
les legal firm. 

“There are only three of us in the 
office, and we have been accepting no 
estates of small size unless a bank was 
named executor. We simply do not have 
the time for all the bookkeeping and 
other detail work that the bank, with its 
large departments, handles so easily.”— 
From a member of a firm of three at- 
torneys. 


At this early date we cannot fully ap- 
praise the future of cur new division. The 
first business received has been of a much 
higher quality than we expected. We had 
made arrangements to handle a fair 
amount of very small business, but to our 
surprise very little has been received. The 
average estate covered by wills received 
in June amounted to over $64,000, com- 
pared to $38,000 the first month. Wills 
have ranged in value from less than 
$3,000 to $1 million. Already we have 
seen enough to convince us, however, that 
the popularization of trust services is a 
project suitable to our times, and one 
with significant possibilities with respect 
to post-war business. 


Current advertising copy of National 
Trust Co., Ltd., of Toronto, reveals that over 
a five-year period 52% of the new estates, 
trusts and agencies it received were under 
$25,000; 77% were under $75,000; 88% un- 
der $150,000. 


“See Your Lawyer” Campaign 


The Bar Association of Milwaukee has 
announced that the three local trust com- 
panies “have agreed in their advertising to 
urge the public to consult attorneys on legal 
matters.” In appropriate cases, they will 
insert in their copy: “See a lawyer about 
your will, and see a lawyer on every other 
legal matter.” First Wisconsin Trust Co., 
Marine National Exchange Bank and Mar- 
shall & Ilsley Bank are the institutions co- 
operating in the idea, 
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NEW BUSINESS 
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SELLING BUSINESS LIFE INSURANCE 


Eliminating Flaws in “Perfect” Plans 


ISAAC KIBRICK 
New York Life Insurance Co., Boston 


HENEVER I survey a business or- 

ganization I always ask myself, 
“What will be the loss if this man 
should die, and of what will the loss 
consist? Does he have some special 
‘know how’ as a superintendent or ad- 
vertising man or sales manager? Will 
it entail involvement with a widow or 
with an indifferent son or son-in-law? 
Will the loss come from disagreement 
and litigation or from a compromise and 
a peace for which a too high price will 
have to be paid?” 


My constant search for business life 
insurance is helped by the slogan, “‘Look 
for a Loss.” In personal insurance ser- 
vice, I could never make myself talk 
about the material loss which a wife 
suffers when her husband dies. But 
business relationships are not based on 
the same emotional factors. Losses can 
be measured in dollars and cents and 
business life insurance is being sold on 
that basis. Business losses are clearly 
definable when the affairs of an organ- 
ization are known. 


A “Perfect” Solution 


Very often, of course, insurance can- 
not be sold even after you have found a 
real prospect and defined the losses and 
prescribed a solution that seems real to 
you, knowing the prospects could afford 
to carry out the plan. Sometimes, how- 
ever, that which seems fair and reason- 
able on the surface does not really an- 
swer the needs of the situation, and un- 
tutored people often have a wholesome 
reaction that protects them from follow- 
ing advice, when it only seems sound. 
It takes time to inculcate ideas in the 
minds of other men and if I don’t push 
them along too fast they eventually get 
to see things my way. By working on 
several cases at the same time I don’t 


From address before Philadeiphia Chapter, Char- 
tered Life Underwriters Assn. 


have to be too insistent in any one of 
them. 


The following is a case in point: Two 
men ran a small business. It was a 
closed corporation, each drawing about 
$5,000 a year as a salary. Their busi- 
ness assets were about $30,000. How- 
ever, at forced liquidation the business 
might bring only $20,000 to $24,000. It 
was evident that $15,000 was the maxi- 
mum interest of each member in the 
firm. Any kind of disagreement or liti- 
gation would reduce the value of the 
cash interest to $10,000 or less. After 
pointing out the dangers of going along 
without a definite understanding as to 
what each would have to do if some- 
thing happened to the other, I said that 
any kind of an agreement was better 
than a quarrel and $15,000 was a fair 
price since at liquidation the business 
might not even bring that much. Both 
agreed that this was very sensible, yet 
the sale was not made. 


The Missing Link 


I tried to put myself in their position 
and prescribed to myself all the argu- 
ments just as if I were the purchaser. 
To my surprise, I found that I wasn’t 
half as enthusiastic about the plan as I 
was previously as a salesman. 


I said to myself: “When I pass away 
my wife and children are going to get 
$15,000. They are also going to get the 
cash value on my partner, Mr. Brown’s 
policy, either from the Company that in- 
sured Brown or from Brown himself if 
he takes the policy over. If the business 
is worth more, there will be a little extra 
coming to Mrs. Smith. Mr. Brown will 
pay that extra over to her in a year or 
two.” 


Then I, Mr. Smith, began to figure out 
how my wife would get along on $15,000. 
I had $10,000 insurance bought pre- 
viously and with this $15,000 she ought 
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to be able to draw about $125 a month 
for 20 years; with Social Security she 
would even have a few dollars more for 
the next five or six years until our 
youngest child would be 18. 

Then I, Mr. Smith, thought of the 
$5,000 annually which I am drawing 
now and I began to figure how she could 
get along on $1,500 a year. I began to 
realize that $15,000 isn’t so much money 
after all. So I said to myself, “This 
business life insurance isn’t much good 
for a small man. I think my wife would 
just have to take pot luck and get along 
as well as she can with Brown.” 

I found the solution by putting these 
two figures—$15,000 and $5,000—to- 
gether. My plan was just retiring the 
man’s capital but he and his wife, too, 
were thinking of himself as an “earner.” 
I said to the two men: “A plan can be 
created whereby your widow could get 
$1,800 a year up to 1963, to take the 
place of your salary without using any 
of the $25,000 insurance proceeds. By 
the time your children are grown your 
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wife would still have $15,000 free and 
clear. The $150 a month will not come 
from your business but from the insur- 
ance company. Under this plan you not 
only get the value of your business but 
you also get a part of your salary guar- 
anteed to you.” 

Without any difficulty I placed two 
$15,000 Family Income policies and had 
their attorney draw a simple agreement 
for them. These untutored people were 
wise enough to look through the weak- 
ness of the original plan which did not 
capitalize the earning capacity of the 
husbands. 


Business Can Become Too Valuable 


Another man owned a business worth 
about $500,000. He had a manager, a 
foreman and an office manager at least 
partly instrumental in the success of his 
business. I felt that at his death the 
business, if liquidated, would bring only 
a fraction of what it was really worth, 
because of the nature of the equipment 
used in the business. If the business 


SERVICE 


Owe complete facilities insure prompt, efficient, and economi- 


cal service in all fiduciary duties. For individuals we serve as 


Executor, Administrator, Guardian, Conservator, Trustee or 


Agent. For corporations we serve as Registrar and Transfer 


Agent of stocks, and Trustee of bond and note issues. 


(Member Federal Deposit Insurance Corporation) 
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NEW BUSINESS 


could continue it would be worth a great 
deal more in income to the owner’s fam- 
ily. 

I suggested that he permit his three 
assistants to buy half of his business. 
He said he would like to have them do it 
but he knew they didn’t have any such 
money. SolI said: “Don’t sell it to them 
now, but when you pass away. By that 
time they can have the money.”” So with 
the help of his attorney we created an 
agreement by which these men would 
provide 45 per cent of the firm’s assets 
at the time of the death of the principal 
owner, who was insured for $200,000 in 
favor of a trustee, and the three men 
were helped by the principal to pay the 
premiums. The formula used in the val- 
uation of the stock was very favorable 
to the purchasers. I thought I was pret- 
ty smart in working out a formula 
which would reflect the condition of the 
business at the time of the principal’s 
death and making it possible for his 
subordinates to buy the insurance. 

By 1928 the business was worth close 
to a million dollars. Then the three 
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men quit and organized a competitive 
business and were very successful in it. 
The principal again was facing the 
problem of liquidation. He took the in- 
surance over himself and he is not even 
now aware of the fact that if I had been 
wiser he might still have his subordin- 
ates with him. Could I have done any- 
thing differently in 1923 that would 
have prevented them from quitting in 
1928? 


Pegging the Price 


The agreement had stipulated that 
they were going to buy the stock at the 
appraised value at the time of the prin- 
cipal’s death, less 10%. As long as the 
business was worth $500,000 or $600,- 
000, the three men felt they had a 
chance of buying their share with the 
proceeds from the insurance. As the 
business became more and more valu- 
able, $200,000 looked smaller and small- 
er in comparison with the price they 
would have to pay. Without exactly 
thinking it out in those terms, they felt 
that at the principal’s death they would 
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have obligated themselves to pay a very 
substantial sum of money for the stock 
which they, themselves, had made valu- 
able by their labor. They evidently said 
to themselves: “It would be very much 
better for us if we started a small busi- 
ness of our own, without having to face 
the big obligations of buying into a big 
business.” 


I recently sold two policies just be- 
cause I remembered the mistake I made 
in the case just described. In this case 
the principal owns a business worth 
about $125,000. He has two young as- 
sistants working for him as salesmen. 
I said: “Sell to each assistant $20,000 
worth of stock which will give them 
30% interest in the firm in the future, 
but don’t let them pay for it until you 
pass away. If they don’t pay for it, 
they cannot interfere with the running 
of your business in any way. If they 
work hard, this $20,000 may be worth 
$30,000 or more in the event of your 
death. What of it? Every time their 
share increases in value, yours in- 
creases as well. The harder they work 
to increase the value of their ‘own’ stock 
(really stock they will own after you are 
gone), the more profitable is your busi- 
ness to yourself. Ten years from now 
they may be tempted to go out on their 
own, but, if they do, they will have lost 
the option to buy valuable stock at a 
price lower than it really is worth.” 


The result was two $20,000 policies 
bought by the assistants on the owner’s 
life, with him helping them to pay the 
premiums. 
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Individualized Approach 


Many cases are often lost because the 
amount of insurance recommended is 
too large, even if the need for it exists. 
These cases can be saved by arranging 
for “‘token” policies to help make the 
agreement workable. We cannot be too 
mechanical if we want to be successful 
in business life insurance. 


We must try to get ourselves into a 
position with our prospects where we 
confer with them instead of prescribe 
for them. If we operate on this basis, 
we shall have less trouble with competi- 
tion, and we may often serve much be- 
yond the insurance field, itself. We can 
develop understanding between oppos- 
ing factors in a firm. We can bring 
agreement where there is a danger of 
disagreement. We are then well pre- 
pared to handle difficulties that might 
arise if one of the parties is found to be 
uninsurable. This ability to confer in- 
stead of to prescribe comes from long 
years of trial and error. But with hard 
work, systematic prospecting and ever 
increasing knowledge, skill in handling 
these situations is gradually acquired. 


ns 


Council Program 


Estate planning, with emphasis on accur- 
ate information and practical ideas, will be 
the central theme of the 1944-45 program 
of the Philadelphia Life Insurance and 
Trust Council.| Albert W. Moore of New 
England Mutual is chairman of the Pro- 
gram-Educational Committee. Other com- 
mittee chairmen, as recently announced by 
President Charles H. Smith of Penn Mutual, 
include: Alice E. Roche of Provident Mu- 
tual, Public Relations; Richard S. Cramp- 
ton of Girard Trust, Ethics; Aaron C. F. 
Finkbiner of Northwestern Mutual, Legis- 
lation. 

The meetings are scheduled for Oct. 19, 
Nov. 23, Jan. 25, Mar. 22 and May 17. 
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New Life Insurance Off for July 


New life insurance for July was 3.7% 
less than for July of last year, and for the 
first seven months of this year the total 
was 7.8% more than for the corresponding 
period of 1943, according to the Life Insur- 
ance Association of America. 





NEW BUSINESS 


NEWS FROM THE BUSINESS FRONT 


HAT promises to be a most effec- 

tive series of mailing pieces direct- 
ed to women has been inaugurated by 
Trust Company of Georgia, Atlanta. En- 
titled “8 Important Questions,” the first 
item is a folder with two pockets on the 
inside pages for filing the subsequent 
leaflets answering these questions. The 
folder sets forth the questions to be dis- 
cussed and a “dictionary” of terms used. 
The first question, which has already 
made its appearance, is “Why should my 
husband name the Trust Company of 
Georgia, instead of me, or any other indi- 
vidual, as executor of his will?” 


Recently completed was a campaign 
based on the theme “Not for Millionaires 
Only.” This series was stimulated by the 
reaction to a thus entitled newspaper ad 
(see production in August issue, page 
121). Four pieces went out, keyed to a 
master booklet with the theme title. 
These were called “Do I Have An Es- 
tate?”’, “Yes, It’s A Big Job,” “The State 
of Your Estate,” and “No Job To Take 
Lightly.” 





CANNY GRANNY MOTT lives very comfortably, thank 
you, on a Trust established for her by Grandpa Mott a 
long time ago. Never has a worry in the world—and that’s 
what Grandpa had in mind when he went to FIFTH THIRD 
for that Trust Fund forty-odd years back. You'll be glad 
to know that Fifth Third’s Trust Department functions 
as smoothly as ever. Great place to do business. Ask ’em 
about it at your local office. 


The solution to the problem of how 
financial advertising can be imbued with 
the emotional appeal of product adver- 
tising seems to have been found by The 
Fifth Third Union Trust Company, Cin- 
cinnati, through the Ralph H. Jones 
agency. “This is the Family of Christo- 
pher Mott” is the headline introduction 
of the first ad in the series. It contin- 
ues with “They know what to do with 
what money they’ve got.” The six mem- 
bers of the family are grouped around 
the headline, then follow panels devoted 
to each one (a seventh shows their 
home). Trust service is covered by the 
panel on Granny Mott, reproduced here. 
In subsequent copy, sometimes only one 
financial service is dramatized, but more 
often two or three are featured. 


* * * 


Two booklets have come to hand from 
Bankers Trust Company of Detroit. 
“Why Not Use A Trust In Your Estate 
Plan” explains the non-technical opera- 
tions of a trust, its advantages in pro- 
viding for an unforeseeable future, tax 
savings, and the selection of the trustee. 
The other, “Answers To Your Questions 
About Trust Service,” gives simple and 
clear responses to queries (some of them 
leading) covering various fiduciary func- 
tions. 


* 5 * 


The Public National Bank and Trust 
Company of New York has put out an 
attractively printed pamphlet on “A Re- 
vocable Living Trust.” It defines such a 
trust and describes its twelve objectives. 
The subject of some of the provisions to 
be included is set forth, with an extended 
item on investment powers. The closing 
paragraphs deal with Public National as 
trustee. 


* * * 


A number of banks are actively pro- 
moting investment advisory services. One 
of these, The New York Trust Company, 
uses a leaflet describing its “Investment 
Review Service,” which is available with 
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or without custody service. Quarterly 
reports are rendered, and the annual fee 
with custodianship is % of 1% of the 
average market value of the securities 
plus cash awaiting investment. Without 
custody the rate is *4 of 1%. Minimum 
annual fee is $500, and for exceptionally 
large accounts fees are subject to nego- 
tiation. 
* * * 


S. J. Crawley, manager of the Edmon- 
ton branch of National Trust Company 
Limited, Toronto, recently wrote adver- 
tising manager Robert Beattie as fol- 
lows: “I can remember when we first dis- 
cussed signs advertising the Estates De- 
partment on the street cars, some one ex- 
pressed concern in case somebody was 
killed. This latter event has unfortun- 
ately happened but I can’t see how there 
can be any adverse repercussions. On 
the contrary, it would seem to me that 
the relationship between the accident, 
and our sign ‘Your Will is Important’ and 
the implication that life is uncertain 
should be about the finest advertising we 
could possibly have got. In fact, it is so 
unique I was wondering whether Trusts 
and Estates Magazine would be interest- 
ed in a photograph for reproduction.” 

The answer is shown below. 
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What It Means To Be An 
Executor 


The following is purely fictitious: One 
man met another on the street one day and 
suddenly remarked, “I have decided hereaf- 
ter to let you be our family doctor.” 

“But I’m not a doctor,” the other pro- 
tested. 

“Oh, that’s all right,” said the first man. 
“You have known me and my family a long 
time.” 

“Very well, if you insist.” 

The following is fact: It is common prac- 
tice for men and women to name relatives, 
friends or business associates to act as Ex- 
ecutor even though the person so named 
may never have once served in that capacity 
and may not have the faintest idea of what 
the task involves. It happens every day. 

From Journal of The Union & New Haven Trust 

Company. 


0. 


The Omniscient Trust Officer 


The average trust customer expects to 
get all the answers from the Trust Officer. 
He is expected to be able to answer any 
question relating to accounting, real estate 
management, investments, taxation and a 
variety of other subjects. Suppose he called 
in his tax man to answer any tax questions, 
his real estate man to answer questions 
relating to real estate operations, his in- 
vestment man to answer any questions re- 
lating to security transactions, his account- 
ant to explain certain entries appearing in 
the account, etc., etc., the customer would 
soon become confused and lose all respect 
for the Trust Officer. 

It is axiomatic that no one individual can 
expect to have a complete understanding of 
each of the subjects which a Trust Officer 
should know. There is no reason, however, 
why he cannot acquire at least a working 
knowledge of these subjects. 


—H. M. BARDT, vice president & trust officer, 
Bank of America, Los Angeles, in July F. A. A. 
Bulletin. 
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Pennsylvania Trust Funds Up 


The June 30th statement of the Pennsy!- 
vania Department of Banking shows state 
trust institutions were administering trust 
funds totalling $3,893,084,406.66, as com- 
pared with $3,849,539,073.84 the year earlier. 
Corporate trusts continued to decline, drop- 
ping more than $80 million to $4,319,898,084. 





CAUTIONS IN PENSION CONTRACTS 
Anticipating Dangers of Strait-Jackets by Tailored Planning 


LAURENCE G. HANMER 
Manager, Pension Actuarial Dept., Joseph Froggatt & Co., Inc., New York 


T has been my privilege during the 

last fifteen years to serve dozens of 
important corporate clients in the design 
or amendment of employee benefit sys- 
tems and many of them have volunteered 
letters of appreciation of the “value of 
the service” rendered. 

Such an expression of appreciation en- 
dures beyond the fee received and this 
brief article has its inspiration in a col- 
lection of such communications which at 
long last have conveyed to us a surprising 
conclusion. That conclusion is that in 
practically every instance the commenda- 
tion was based on a false or premature 
concept. 

It is only with the passage of time that 
the real value of service in designing em- 
ployee benefit systems can be measured 
by any practical yardstick. We have come 
to the conclusion that if consulting ser- 
vice is to have a value to a client it as- 
sumes tangibility chiefly from the pit- 
falls that were avoided rather than in 
the path that was taken. 

Twelve years ago the problem was 
much simpler than it is today, even 
though we were then in the depths of a 
depression. That very fact helped us in 
designing a plan to properly balance the 
“credits” in terms of employee-satisfac- 
tion against a corporate budget which 
was anything but inflated. It set a task 
of buying as much “satisfaction” as pos- 
sible with as few corporate dollars as 
possible. Hence, it was no job at all in 
those days to preach conservatism and 


advocate benefits keyed primarily to sub- 
sistence need. In contrast is the present 
boom-time emphasis on the “reward” 
element. 


Controlling Influences and Permanency 


UT there has also been a development 

of enlightened managerial philoso- 
phy which recognizes that depreciation 
applies to men as well as machinery and 
should be compensated for during pro- 
ductive life. This lays a solid foundation 
for continuing pension service. 


While employee-satisfaction is the 
primary objective of any plan, and rea- 
sonable contingent reward may serve the 
dual purpose of becoming an incentive 
and of making for more satisfaction, still 
a plan to be of any value at all must first 
assure some reasonable minimum keyed 
to subsistence need. Whether or not it 
shall be possible or practical to supple- 
ment that minimum assured benefit with 
a possible “reward” remains to be seen, 
for the reward is in effect a profit share 
keyed, to some degree, on seniority or 
period of service. 


Adding to present day confusion are a 
multitude of influences which happily we 
did not have to contend with a few years 
ago. Not the least of these current con- 
fusions is a by-product of war prosperity 
and high taxes—lots of money in the 
corporate till and 80 or 90 cents of every 
dollar of it Uncle Sam’s monev unless 
ways can be found to apply it.to an ac- 
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count recognized as being a legitimate 
business expense. 


What Price Satisfaction? 


T has been all too easy for active 

agents to “sell” pension plans as a legi- 
timate business expense through which 
to syphon into the hands of personnel 
deferred benefits in the form of cur- 
rently tax-exempt dollars, with little or 
no urge for conservatism and little re- 
gard for the delicate balance between 
“assurances” and potentialities which a 
practical plan should have. 

Hence, it would appear to us that the 
advocates of many current plans could 
justifiably expect and may receive letters 
of commendation of the “service” ren- 
dered based on approval of what the 
client has, but it is a serious question as 
to what pitfalls the passage of time will 
develop. 

Corporations so embarked on an over- 
ly ambitious program have of course re- 
served the “right” to alter, amend or 
terminate their plan—but at what price? 
Not only does such termination involve 
dollar penalties in the form of “sur- 
render charges” in practically all cases of 
insured plans but whatever the tangible 
value of employee-satisfaction may have 
been up to that time a blind man can see 
that the repercussions to arise from con- 
crete dissatisfaction can more than off- 
set all the good that has gone before. 

The eventuality of termination of a 
boom-time plan, accenting as it generally 
does the “reward” element, can render, 
for all practical purposes, everything that 
has gone before a total loss. 


Alternatives to Undue Cost 


OST plans “sold” as being relative- 

ly nominal in net cost (after taxes) 
are likely to prove to be more harmful to 
industrial tranquillity than would be no 
plan at all—and that is saying a lot be- 
cause “no plan” has long been recognized 
as being far more costly than a proper 
plan would be. 

Most of the fault (if it can be called 
that) lies with management in being un- 
willing or unable to take the initiative 
AND RETAIN IT. Management may 
initiate the idea of using surplus on high- 
ly taxable funds for financing a “Pension 
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Plan” but, blind to the pitfalls ahead of 
such a long term undertaking, relinquish 
the initiative to some friend in the in- 
surance business who thereafter takes 
the initiative to make the “Plan” con- 
form to the particular product he has for 
sale. 


Notwithstanding the violent differ- 
ences of opinion as to the relative merit 
of individual retirement income policies, 
group annuities and “self-administered” 
plans, each has its useful place. There 
are instances where individual policies 
properly used would be the best mechan- 
ism to employ, but in almost all but the 
smallest of cases they would be the least 
advantageous mechanism. 


Admitting the many advantages of 
group annuities in most cases, unless 
vroperly applied that mechanism also can 
cause plenty of headaches. 


Impartial Analysis Must Preceed 
Selling 


RUSTEED reserves (miscalled self- 

administration plans) are by no 
means a complete answer in themselves 
but at least they are a part of what 
would prove, in most cases, far and away 
the best arrangement when received as a 
long term undertaking vulnerable to the 
vicissitudes of corporate endeavor and 
profit. 


It is only by retaining the initiative of 
design in the hands, first of management 
and secondarily of competent and disin- 
terested professional actuarial consul- 
tants, that a calm determination can be 
reached. Where that is done, it almost al- 
ways develops that the pitfalls have been 
explored and evaluated, the peaks and val- 
leys of corporate earnings have been con- 
sidered. Economic NEED of individuals 
in terms of their earnings has been calm- 
ly considered as the basis for such assur- 
ances as the plan may afford and which 
it proposes to finance through thick and 
thin, so that the plan is something both 
employees and owners “can hang their 
hat on.” 

Due regard to the potentialities for 
contingent supplements to the primary 
benefits—the “reward” element—would 
similarly have been given and means ex- 
plored for incorporating that element and 














TRUST OPERATIONS 


to assure, as a prerequisite, the necessary 
degree of flexibility. Long-range indus- 
trial and economic variations precluding 
any one “best answer,” it becomes evi- 
dent that this is a tailor-made job. 


Compromise to Fit 


MPLOYEE Benefit planning should 

simply result in a true specification 
of what management initiated to meet 
its continuing needs. Only as merit may 
justify in each case can we incorporate 
this feature of individual policy cover- 
age, that feature of group coverage or 
the necessary functions of trusteed re- 
serves in the hands of a corporate trus- 
tee. 

If our experience in this field for a 
great many years has taught us anything 
of value to clients it is to preach con- 
servatism and to avoid smart stunts on 
the border line of the tax regulations. 
It is all too common to let sales enthu- 
siasm for some particular form of ad- 
ministrative mechanism run away with 
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reason even though it may result in a 
deal being consummated which may 
bring later criticism and loss of good- 
will to the seller as well as unnecessary 
hardship to the buyer, and discredit on 
the fundamentally sound device of em- 
ployee benefit systems. 

Above all it has taught us that there is 
no such thing as a single perfect insur- 
ance contract or trust which of itself 
would be a solution. It has taught us the 
need of as practical compromise as pos- 


sible with the facts and implements at 


hand and of engineering a plan with a 
reasonable opportunity for adjustment 
to conditions which are bound to change 
in the post-war years. 





With one exception, all the large Chicago 
banks are favorably disposed toward the 
common trust fund, according to a survey 
by the Chicago Journal of Commerce. Sev- 
eral institutions are running dummy funds. 
One of these, Chicago Title & Trust Co., is 
on record as intending to establish a fund. 





TO BANKS AND TRUST COMPANIES 
SEEKING TRUSTEESHIPS UNDER 


EMPLOYEE PENSION AND PROFIT SHARING PLANS 


Trust officers throughout the country have profited by consulting us in the establishment of 


Employee Pension and Profit Sharing Plans. 
Our services include: 


1. Analysis of Employer’s position relative to an Employee Benefit 


Plan. 


2. Formulating a Plan to meet the findings of such analysis and 


the employer's specific aims. 


3. Installing the selected Plan. 


4. Supervising the Plan’s operation thereafter, to guarantee 


maximum efficiency. 


A wide experience in aiding bank and trust company clients profitably to serve their individual 
and corporate customers in the development of Estate and Employee Pension and Profit Sharing 
Plans enables us to serve economically and satisfactorily. Your inquiry is invited. 


May we send you a booklet outlining one of our recently installed 


Plans? This Plan is new; 


its benefits broad; its cost low. 


WICKENDEN AND ASSOCIATES $c 


(A Partnership ) 


Employee Benefit Programs 
Pension, Bonus and Profit Sharing Plans 3 


295 Madison Avenue 
Washington . London 


New York 


Toronto 
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TRUST ASSETS AND EARNINGS RISE 


UBSTANTIAL gains in volume of 

trust assets administered and gross 
trust earnings are reported for national 
banks in 1943 by Comptroller of the Cur- 
rency Preston Delano. At the year end, 
1,494 national banks were handling per- 
sonal trust funds aggregating $12,425,- 
461,874 as compared with $10,654,976,000 
for 1,514 banks on Dec. 31, 1942, al- 
though the number of accounts declined 
from 140,738 to 138,015. 

Gross trust earnings rose from $32,- 
905,000 for 1942 to $34,307,000 in 1943, 
with the average per department up over 
$1,000 to $24,364. 


The average volume of assets in each 
trust increased from $76,000 to $90,000. 


As in the previous year, the number of 
corporate trusts being administered was 
higher—20,301 versus 18,413—but again 
dollar value dropped, this time from $9,- 
035,538,594 to $8,689,375,301. 


It is interesting to note, in the diversi- 
fication of trust investments, that the 
proportion of bonds again increased, 
from 54.85% to 60.15%, while stocks 
slipped from 29.35% to 26.93%. 


The following combined table is based 
on the Comptroller’s report. 


FIDUCIARY ACTIVITIES OF NATIONAL BANKS AS OF DEC. 31, 1943 


Classified according to capitalization 
(money figures in thousands, except for capital) 


$25, 


$25,000 $50,000 


Number of banks with trust powers but 
not administering trusts ............................ 


Number of banks with trust powers ad- 


17 
ministering trusts 


TRUST ASSETS 


Investments 

Type (By Renemninne} 
Bonds 
Stocks Ae eRe 
Real Estate Mortgages setbinian teat 
Real Estate ........... abeskeils dbslel 
SSS OTS i OOEIMAN 

Savings deposits 

Demand deposits 


Other assets less than 1 


TRUST LIABILITIES 


NE ESRSESEESES CNY ee Soe ae RTO 
Court trusts 


Volume of bond issues for which banks 
are acting as trustee Nieinccaamnitinicies 
Number of banks administering private 
Number of banks administering court 
trusts 
Number 
trusts 
Number 
tered 
Number 
tered sn 
Number of corporate trusts s being ‘ete 
OS ae 1 
Average volume of indiv idual net: guste 
in each bank ia ki 
Average volume of trust mete 't in penal in- 
Re a a |) $9,348 
Average gross earnings per trust for year 
(actual) coe Re 
Average gross earnings per run dnintt, 
ment reporting trust earnings for year 
(actual) BE EE Te ee oe 


of living trusts Reset adminis- 


$21 $ 


$83 


$239 


001 
to 


64 


58 


106 


$13,273 


$80 


$817 


$50,001 — 001 


to 


$100,000 $200,000 


109 


$23,853 
27,695 


$11,723 
201 
255 

88 
1,380 
2,816 
201 
$182 


$12,285 


to 


69 


459 


$240,613 


40.64 
32.70 
11.49 


299,759 


$172,941 
126,819 


‘$80,878 


$16,737 


$79 


$3,446 


$200,001 
te 
$500,000 


34 


$662,475 


42.86 
33.40 
10.23 
8.83 
4.68 
10,450 
41,453 
63,585 
777,963 


$477,541 
300,423 


$199,560 


369 


1,482 
$1,965 
$24,447 


$99 


$8,598 


$500,001 


and 
over 


12 


$8,759,207 
62.06 
26.28 

3.51 

4.67 

3.48 
71,875 
382,999 
2,075,772 
11,289,854 


$9,465,385 
1,824,469 


$8,396,852 
280 

275 

250 
50,339 
33,264 
17,853 
$39,201 
$135,041 


$286 


$101,873 


Total 
305 


1,494 


$9,710,055 


60.15 
26.93 

4.19 

5.17 

3.56 
88,407 
448,396 
2,178,604 
12,425,462 


$10,140,698 
2,284,764 


$8,689,375 


1,254 


20,301 
$8,317 
$90,030 


$216 


$24,364 





TRUST OPERATIONS 


For the first time, we are able to pub- 
lish a breakdown of national bank trust 
funds by States. The following figures 
on volume are not included in the report 
but were made available to Trusts and 
Estates by the Comptroller’s Office. 

b Gross 
Trust Dept. 


Trust Assets Earnings 
(in thousands of dollars) 
Alabama 21: $ 


139,038 $ 320 
oS 1 


227 2 
Arizona 9,580 37 
Arkansas 17,731 82 
California 985,091 4,710 
Colorado 155,818 395 
Connecticut 366,994 1,082 
Delaware _ 1,535 11 
Dist. of Cok. 100,234 219 
Florida 168,012 389 
Georgia aie 121,015 452 
DM cc 1,496 23 
Illinois 3,784,959 6,365 
Indiana . 84,687 278 
Iowa 32,130 155 
Kansas 54,518 129 
Kentucky _ 20,286 116 
Louisiana 288,671 
Maine 


43,812 
Maryland 77,399 
Massachusetts 


549,485 
Michigan 458,338 
Minnesota 


599,938 

Mississippi 7,553 
Missouri 211,998 
Montana 2,740 
Nebraska 95,594 
13,519 
19,110 
300,503 
4,597 
1,240,832 
17,748 
3,786 
835,660 
67,433 
80,108 
534,743 
16,051 
27,622 
4,586 
131,427 
210,123 
3,444 
10,588 
217,982 
138,354 
26,099 


No. of 


State Banks 


N. Hampshire. 
New Jersey —— 113 
New Mexico _ 
New York 

No. Carolina 

No. Dakota _ 
a 
Oklahoma __.... 
Oregon 


Tee. 
Texas 
Ute 
Vermont 
Virginia -_ 
Washington _.. 
W. Va. _ 
Wisconsin __._.. 136,085 
Wyoming _ 6,184 


Total 1,494 $12,425,462 $34,307 
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Exhorbitant Foreclosure Costs 


A recent letter from a New York bank 
calls attention to one example of the high 
cost of mortgage foreclosure: 

“A mortgage of $600 was foreclosed by 
this institution. Interest, taxes and insur- 
ance of $124.11 accrued to increase the lien. 
Foreclosure proceedings were instituted and 
at the foreclosure sale, after great effort on 
the part of the bank to obtain a buyer, the 
property was bid in for $1075, from which 
were extracted the following: 

Referee’s Fee 

Guardian appointed for minor 

children 

Newspaper advertising 

Miscellaneous expense 

Attorney’s allowance 


“This made actual expenses of $326.52, 
leaving $24.37 for the previous owner of the 
property. 

“Where is the justice in a situation of 
this kind? Many banks undoubtedly have 
found themselves confronted with like sit- 
uations. We know great efforts have been 
expended by the New York State Mortgage 
Commission to rectify this unfairness, but 
there is evidently still much work to be 
done.” 

Here is an unjustifiable confiscation of 
property-owners’ money, abetted by anti- 
quated statute and custom. It would be a 
worthy public service for banks to join with 
insurance companies, bar associations, real- 
tors and other interested groups to bring 
amelioration and resuscitate realty as a de- 
sirable investment. 


Test for Bank Officers 


“The time may come when we will deem 
it necessary to require a bank official, be- 
fore assuming the responsibilities that go 
with that office, to pass some sort of a test 
or examination whereby he demonstrates his 


fitness for the job. I am mindful of the 
fact that it is sometimes very difficult to 
determine and define poor management, as 
contrasted to economic conditions beyond 
the control of management. The reference 
to a banker’s qualifications is made only for 
the purpose of accenting the importance of 
this phase of supervision. Every time there 
is a bank failure it affects every other bank. 
If the failure is traceable to poor manage- 
ment it has the effect of weakening the con- 
fidence of the public in all banks and 
bankers.” 


BEN C. CORLETT, Bank Superintendent of 
California, before Oregon Bankers Conference. 
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No. 5 in a series of messages presenting facts 
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requested by Individual and Corporate Trustees regarding the 


FEDERAL SAVINGS and LOAN SHARE* 


What are the 
Operating Policies 


behind the Investment? 


-_ Share represents. part owner- 
ship of a Federal Savings and Loan 
Association. Shareholders elect direc- 
tors from their number; directors par- 
ticipate in actual operations, appoint 
and constantly check management. 


Each association operates under specific 
regulations prescribed by Federal law and 
field supervision. Monthly reports and fre- 
quent examinations keep its current condition 
before supervisory authorities. Briefly, its 
function is to accept funds, to loan them 
against monthly-amortized first mortgages on 
local homes, and to pay proceeds to share- 
holders every six months. 


Free from fixed charges, Federals have no 
reason to “gamble”; while one may loan up to 
80% of a property’s appraised value, average 


outstanding balance on its entire loan port- 
folio is rarely over 50% of aggregate values. 
Foreclosure rate is extremely low, owned real 
estate a rarity and delinquency nominal. 


Federals habitually set aside reserves in 
excess of legal requirements. Latest available 
figures show that operations required but 
30.6% of income, 21.7% went to reserves and 
undivided profits and 47.7% was distributed 
in dividends. In view of the insurance factor, 
this has been called “the most efficient home- 
mortgage medium to be found.” Dividend 
rates, officially averaged at 3.5% in 1937, have 
declined with other investments to an esti- 
mated 2.9% today. 


Official data supporting the above state- 
ments, and information concerning the institu- 
tions chosen by investors’ standards, may be 
secured from... 


ELECTED FEDERALS, Inc. 


135 South LaSalle Street 


Field Building Chicago 3 


A non-profit corporation supplying facts on the shares issued directly 
to investors by member Federal Savings and Loan Associations. 


Recognized Investment with 


+ Noted as a Ke 
ith Prompt, Favorable Yield )) plus 


Fixed Value and 


Convenience. 





INVESTING IN PRICE CYCLES 


Mathematical Plan to Minimize Shrinkage and Protect Profits 


STUART C. RAND 
Partner in Choate, Hall & Stewart, Attorneys, Boston 


The views expressed herein by Mr. Rand are entirely his own and 
are not to be taken as representing the views of his firm’ or any other 


member thereof.—Editor’s Note. 


HE fact that stock prices fluctuate is 

recognized by everyone. The extent 
of that fluctuation is appreciated by very 
few. Ask even the man who thinks he 
“follows the market,” what the average 
fluctuation is between the high and low 
on.the New York Stock Exchange in a 
year and he will tell you 10%, or at the 
most 25%. 


Actually an accurate analysis of the 
movement of stock prices from the be- 
ginning of 1934 through the end of 1943, 
covering all listed stocks on the New York 
Stock Exchange the number of whose au- 
thorized shares has not been appreciably 
changed within the period (nearly 400 
issues), shows that the average fluctua- 
tion per year for all stocks was 79%— 
meaning precisely that on the average the 
high for a single calendar year is 179% 
of the low. 

When Warren Burlingame, the origin- 
ator of the Burlingame Plan, and the man 
who made this analysis, told me this fact 
! was frankly skeptical. Because my first 
name begins with S, he asked me to look 
in The Fitch Stock Record for 1943 and 


consider the record of price change of the 
first five stocks whose name likewise be- 
gins with the letter S. Here they are: 


% Change 
1943 in 
High Value 


47% 35 


1943 

Stock Low 
Safeway Stores _.. 35 
St. Louis & San 

Francisco R.R. _.. do 1020 
St. Louis & South- 

western R.R. _. 38% 188 
Savage Arms Corp. 6% 96 
Aver. (excluding St. 

Louis & San Fran- 

cisco R.R.) 88 


Not being familiar with these stocks I 
asked him to look at American Telephone 
& Telegraph Co., first estimating a 
change of 20%, thinking I was high. It 
showed a low of 12714 and a high of 
15814, a change in value of 24%. Think- 
ing perhaps there was something excep- 
tional about the record of the price 
change of American Tel. and Tel. stock 
during 1943, I asked to see the record for 
the last ten years. It revealed a fluctua- 
tion of from 16% to 62% annually, with 
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an average of 28.5% for the decade. The 
1943 change was, therefore, less than the 
ten year average. 


Playing High-Low 


HERE is no “escape from specula- 

tion” for anyone who seeks to manage 
property, either his own or another’s. It 
is precisely when a person regards a par- 
ticular stock or bond as an “investment” 
that he is in danger. The very shift in 
one’s mind from the term ‘speculation’ to 
the term ‘investment’ insulates one’s 
mind from the ordinary safeguards of 
thinking applied to a security which he 
recognizes as speculative. 


No one can even hope to buy always 
at the bottom and sell always at the top. 
Too many of us, unfortunately, buy at the 
high and sell at the low. Over a period 
of ten years the operation of The Bur- 
lingame Plan has proven that there are 
definite mathematical rules and formulae 
which can be applied to the behavior or 
fluctuation of stock prices so that it is 
possible to do two things: 


1. Obtain a high degree of protection 


against much of .the shrinkage in 
the value of capital which is caused 
by a decline in the price of securi- 
ties. 

. Force the realization or protection 
of unrealized profits before they 
dwindle and vanish through price 
decline. 


Protection Against Shrinkage 


N order to obtain a protection against 

much of the capital shrinkage which 
takes place during a price decline it is 
necessary under The Plan to maintain 
cash reserves during the early stages of 
the price declines. Not more than one 
fourth of the fund allocated to the select- 
ed security is invested at an initial buy- 
ing price. With the cash reserve, three 
additional purchases can be made, using 
one quarter of the original fund for each 
purchase. 


There is less shrinkage in total capital 
during the initial price decline to a lower 
buying point because three-fourths of the 
investment allotment is held in cash. 
Again the shrinkage is less if the price 
declines to another buying point, where a 
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third purchase is made, and similarly 
with additional purchases at successive 
lower buying points. 


Protection of Profits 


N order to protect profits which have 
I accrued as a result of a price rise, it is 
necessary to force their realization be- 
fore they are wiped out by a subsequent 
price decline. For example, as substan- 
tial profits begin to accrue, protective 
selling orders are placed so that if and 
when the market price turns down, the 
major part of these accumulated profits 
is realized. If and as long as the mar- 
ket continues to rise, and the protective 
selling orders have not been executed, 
such orders are correspondingly raised, 
thus protecting these increasing profits. 

Another important result of this pro- 
cedure is that after any extended market 
rise, accounts are forced into a high per- 
centage of cash near the top of the mar- 
ket when a decline gets under way. Thus, 
capital is not only protected but is placed 
in a position to take advantage of lower 
prices as the decline progresses. 


Typical Illustration 


N the operation of The Plan no fore- 

casts, predictions or opinions are used. 
Instead precise rules and tables are fol- 
lowed. These are based wholly on mathe- 
matics and actuarial principles which 
have proved reliable in attaining the ob- 
jectives sought. The determination of 
the prices at which each security is to be 
bought and sold in the event of a change 
in the price requires an extensive knowl- 
edge of the price change of different se- 
curities. 

The procedure consists in the placing 
of orders in such manner that if the price 
either rises or falls to any considerable 
extent some order will be executed, re- 
sulting in some definite advantage to the 
user of The Plan. The record is herewith 
presented of the actual transactions in 
one of the stocks in an account where The 
Plan has been used and of which the 
writer is presently one of the trustees. 

The Plan was first applied to this par- 
ticular account in October 1941. Differ- 
ent allotments of money were allocated 
for the exclusive purchase of the shares 


(Continued on page 247) 





INVESTMENT POLICY 





K Now epcE ofindividual 
securities backed by compre- 
hensive acquaintance with cur- 
rent market conditions is an 
indispensable adjunct to sound 
institutional investment. We 
offer these qualities to the in- 
stitutions and large investors 
whom we serve—plus a sincere 
interest in their individual 


problems. 


R.W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK 5 BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 
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SECONDARY OFFERINGS 


Following is a list of principal secondary offerings 
managed by Blyth & Co., Inc. since January 1st—an 
aggregate dollar volume of more than $48,000,000: 


$1,000,000 American & Foreign Power Company 5% Debentures 2030 
8,210,000 Missouri Pacific R. R. Co. 5% Ctfs. of Deposit—various maturities 
300,000 Pittston Company 20-year 5'2% Cumulative Income Debentures 
1,500,000 St. Louis & San Francisco Railway Company 6% 1936 
15,000 shs. Rayonier Incorporated Cumulative Convertible Preferred Stock 
37,460 shs. Stokely Brothers & Company, Inc. Preferred Stock 
12,500 shs. All American Aviation, Inc. Common Stock 
25,000 shs. Aluminum Co. of America Common Stock* 
38,000 shs. American & European Securities Common Stock* 
100,000 shs. American Gas & Electric Company Common Stock* 
704,121 shs. Chesapeake & Ohio Railway Company Common Stock 
6,574 shs. Crown Zellerbach Corporation Common Stock* 
2,300 shs. General Foods Corporation Common Stock 
5,000 shs. Hart, Schaffner & Marx Common Stock 
14,200 shs. International Cellucotton Products Company Common Stock 
29,634 shs. Maryland Casualty Company Common Stock 
27,722 shs. McKesson & Robbins, Incorporated Common Stock 
4,500 shs. Merck & Company, Inc. Common Stock 
30,000 shs. Revere Copper & Brass, Inc. Common Stock 
5,000 shs. Rheem Manufacturing Company Common Stock 
6,000 shs. Symington-Gould Corporation Common Stock 
20,000 shs. United Artists Theatre Circuit, Incorporated Common Stock 


*Joint Management 


The facilities of Blyth & Co., Inc. are available to 
dealers, banks and other institutions for secondary 
offerings of bonds, preferred stocks and com- 
mon stocks, whether listed or unlisted. 


BLYTH & Co., INC. 


CHICAGO 14 WALL STREET SAN FRANCISCO 
CLEVELAND LOS ANGELES 
PHILADELPHIA NEW YORK 5, N. Y. SEATTLE 


BOSTON PORTLAND 


Offices connected by direct private wires 
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(Continued from page 244) 


to be held in each separate allotment. 
$4,000 was set aside for Phillips Petrol- 
eum, and according to The Plan only one 
fourth of the allotment was invested at 
the price of 45% which prevailed on 
Oct. 9, 1941. Twenty-two shares were 
purchased at a cost of $998.47, leaving a 
cash reserve of $3001.53. 

Prices were then determined and or- 
ders entered to buy approximately an- 
other $1,000 worth of the stock at prices 
above and below the starting price. The 
actual orders placed on Oct. 10, 1941, 
were: on the down side, to buy 26 shares 
at 37% and on the up side, to buy 19 
shares at 51% on stop. 

The account was therefore in position 
automatically to either take advantage of 
a decline by averaging prices down or in 
case of a rise to increase the commitment. 
Thus if the price declined to 37% a fur- 
ther purchase at that price would prove 
advantageous, and the value of the orig- 
inal $4,000 was being protected as the 
shrinkage would be much less if the price 
declined and only part of the allotment 
was invested. If the price rose to 514% a 
profit would be available. There was con- 
sequently the satisfaction of knowing in 
advance exactly what would be done if 
the price rose or fell to either pre-deter- 
mined price, and the further satisfaction 
of knowing that a benefit would accrue to 
the allotment in the event of either hap- 
pening. 

Eventually, on February 18, 1942, the 
price declined to 37% and the order to 
purchase 26 shares at that price was ac- 
cordingly executed. The complementary 
order to buy at 51% was cancelled. The 
standing of the allotment on February 
18, 1942, was therefore as follows: 


Bought 
Oct. 9, 1941, 22 sh. @ 45.1. $ 998.47 
Feb. 18, 1942, 26 sh. @ 37.7___. 992.05 


$1990.52 
$2009.48 


The cost of the investment in this stock 
was thus reduced from 45.1 to the aver- 
age price of 4014. 

At the time of the purchase of the sec- 
ond lot, it became necessary to enter an 
order for a third purchase in the event 
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of either a further price decline or a price 
rise above the average cost to a point 
where the available unrealized profit on 
the 48 shares already held should then be 
protected. These orders were to purchase 
31 shares at 31% and 21 shares at 47%4 
(on stop). On April 21, 1942, the price 
reached 31% where the order to purchase 
31 shares was executed and the comple- 
mentary order cancelled. As of that date 
the standing of the allotment was, there- 
fore, as follows: 


Bought 
Oct. 
Feb. 18, 1942—26 sh. @ 37.7___... 
Apr. 21, 1942—31 sh. @ 31.7___.. 


9, 1941—22 sh. @ 45.1... $ 998.47 
992.05 
997.18 


$2987.70 
$1012.30 


The average cost was again reduced, 
this time to 37%. 

On the date of the third purchase, an 
order was entered to buy another $1,000 
worth of the stock: 37 shares at 2634 or 
22 shares at 4314 on stop. The lowest 
price reached was 30 on April 27, 1942, 
and from that date on during the remain- 
der of the year there was a rather steady 
rise up to and above the original 454% 
which was again reached in December 
1942. 

It should be especially noted that dur- 
ing all of the time when the price was be- 
low the starting level of 451% the shrink- 
age in the value of the original $4,000 
was much less than it otherwise would 
have been without the use of The Plan. 
It should also be noted that in July 1942, 
when the price had again risen to the 
average cost of 37%, the entire allotment 
could then have been liquidated without 
loss despite the fact that there was still 
a net shrinkage of 714 points in the price 
from 451%. This price shrinkage was 
16%, which was the percentage of shrink- 
age which the allotment would have 
shown if it had been fully invested in the 
beginning and held without change to 
that point. Use of The Plan had there- 
fore protected the allotment to the extent 
of 16% of its value at the price of 37%. 

On December 16, 1942, the price having 
risen to 435%, the order to purchase 22 
shares was executed. The purchase at 
the higher price was the signal that the 
rise had been sufficient to protect the 


Cash reserve 
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major part of the existing profit on the 
79 shares already held. An order was 
then entered, in accordance with the sec- 
ond main objective of The Plan, to sell 
79 shares at 4134 on stop. As the price 
rose to 45%, sufficient additional profit 
was available so that the selling order on 
the 79 shares was raised from 4134 to 
43%. The price continued to rise to 48% 
which was the signal to raise the sell 
order on the 79 shares to 46, thus pro- 
tecting the increased additional profit. 

In April 1943, when the price reached 
50, it was sufficiently high to also protect 
the profit on the lot of 22 shares pur- 
chased in December at 43.5. Accordingly 
an order was also entered to sell the 22 
shares at 4814. The price declined and 
on April 30 the 22 shares were sold at the 
(odd lot net) price of 481%, producing a 
net profit of $84.68. 

The price thereafter went into a very 
slow decline to 46 on Aug. 2, 1943, where 
the sale of the 79 shares took place at the 
price of 45% (odd lot net) producing a 
net profit of $609.46. 

In May 1943 after the sale of the 22 
shares, another purchase was made of 20 
shares at 4834 for $981.42. 

The price again reached the starting 
level of 45144 in November 1943. Thus 
there had been a complete cycle from 
45'%& down to 30, back up to 50, and then 
down again to 454%. The value of the al- 
lotment when the starting level was again 
reached in November 1943 was: 
20 shares @ 45% 

Cash reserve __... oe 
Profit on sale of 22 shares ms 
Profit on sale of 79 shares __. 


...$ 901.25 
3018.58 
84.68 
609.46 


$4613.97 

The allotment had a net realized appre- 

ciation of 15% when the price again 
reached the starting level. 





was at the highest level 
aie dyin Api As dpa 


tock 
with 4.8% for the preceding month and for April it sta- 
{ie ennath wide variati within di Condy ope LO" ‘A destied prefer 
ence is being shown for stocks with good post-war prospects. 


Courtesy of Old Colony Trust Co., Boston 
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Recognition of Basic Principle 


HE Plan was at work at every point 

during the entire period so as to 
bring about its two chief objectives, 
namely the preservation of the value of 
the capital when prices were down, and 
the protection and enforced realization of 
profits as prices rose. The Plan does 
these things simply by the application of 
the mathematical laws on which it is de- 
signed and because the fallibility of hu- 
man judgment plays no part in its opera- 
tion. 

It should be stressed that The Plan is 
in no sense a method of forecasting the 
movement of stock prices. Its basic prin- 
ciple is a recognition of the fact that the 
average annual movement of stock prices 
is so substantial that it is a less specula- 
tive course to buy and sell with the price 
moves than to hold. The Plan provides a 
sound mathematical program to follow 
whether the security moves up or down. 

[We expect to publish a second article 
by Mr. Rand on The Burlingame Plan in 
the October issue——Editor’s Note.] 


Composite Balance Sheet of 331 Durable 
Goods Manufacturing Companies with 
Net Work over $5 Millions 


(In Millions of Dollars) 
End of Year 
1940 1941 1942 1943 

.---$ 2,178 $ 2,214 $ 2,797 $ 3,428 
Government securities .. 332 1,119 2,170 3,015 
Receivables, net 1, 754 2,426 3,436 3,681 
Inventories* 4,425 5,560 5,959 
10,184 13,963 16,083 
13,901 14,242 14,435 

6,926 7,519 


Assets 


Total current assets .. 576 
Plan and equipment Pega 


Less depreciation 





7, 088 
1,850 


Net property .............. 
I I a ccsececsciisiass-. 


mG 316 * 6,916 
2111 3 


Total assets 16,514 19,507 23,390 
Liabilities & Capital 

Notes payable ................ 115 196 

A/e pay., accruals, ete.* 1,496 2,065 
Reserve for taxes ........ 2,278 


4,410 
3,998 





9,026 
1,505 
1,432 


4,539 


Deferred liabilities -....... 1,524 
Reserves ...... beiaiies ; 838 
Capital and surplus ...-- 12,008 12,606 


Total current liab. 





Total ............-....--+---0--.---$16,514 $19,507 $23,390 $25, 511 


Source: Bulletin, 


July 1944. 


National City Bank Economic 
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LIST OF INFANT INDUSTRIES 


(that may be expected to experience 
important post-war growth and 
development) 


Sixth Revision—as of April 1944 


Promising Products 


Additives for gasoline and lubricants 

Aluminum 

Concrete conditioning agents 

Dry cleaning solvents 

Dehydrated (and compressed) food 

Fast-drying printing inks 

Fertilizers with secondary and trace 
materials 

Fiber glass 

Fireproofing compounds 

Flavor stabilizers (and other food preserv- 
atives) 

Foam glass 

Food yeast (“synthetic meats’’) 

Frozen foods 

Hormones 

Household appliances 

Household insecticides 

Infant foods (and special foods for the 
aged) 

Lignin derivatives 

Magnesium 

Mold disinfectants (penicillin, et al) 

Paper bottles (milk, lube oil, etc.) 

Phosphate detergents 

Plasticizers 

Plywood 

Seed disinfectants 

Soapless soaps 

Soil disinfectants 

Soil stabilizers 

Sound insulation 

Sporting goods 

Steel alloys 

Structural wood-metal connectors 

Sulfa drugs 

Surface active agents (emulsifiers, 
wetting agents, etc.) 

Synthetic gemstones 

Synthetic resins 
Adhesives 
Ion exchange resins 
Plastic fibers 
Surface coatings 

Synthetic rubber 

Synthetic wrappings 

Ultra-violet sterilizers 

Vitamins 

Water-thinned emulsion paints 


Processes and Equipment 


Air conditioning 
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The Value of 


Experience 
In Moving Large Blocks 


of Securities 


6 bon successful disposal of 
blocks of securities usu- 
ally requires extensive facili- 
ties plus the valuable quality 
of experience. 


We have been closely asso- 
ciated with secondary dis- 
tributions for many years 
and with special offerings 
since their inception. This 
provides us with that invalu- 
able sense of timing and 
“know how” that are of 
definite advantage in dispos- 
ing of blocks of securities of 
all types and sizes. 


Whether you have occa- 
sion now to seek such ser- 
vices for institutions, estates 
or large private investors, or 
expect to require them in the 
future, one of our executives 
specializing in such distribu- 
tions would be glad to un- 
dertake to assist you. Related 
consultations are, of course, 
strictly confidential. 


_ MERRILL LYNCH, 


PIERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 


70 PINE STREET 
NEW YORK 5, N. Y. 


Offices in 85 Cities 
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Aviation 
Electronic industries 
Electrical heating equipment (Infra red, 
induction, and high frequency) 
Fluorescent lighting 
Hydroponics (tank farming) 
Instruments for automatic control 
Industrial safety equipment 
Photocopying processes 
Plastic molding equipment 
Powder metallurgy 
Prefabricated housing 
Research equipment (“Tools of Science’’) 
Rural electrification 
_Rural food lockers 
Rustproofing 
Stream pollution control 
Industrial waste disposal 
Sewage treatment 
Television 
Textile finishing 
Crease proofing 
Fireproofing 
Mildew proofing 
Shrink proofing 
Waterproofing 
Tropical medicines (Atabrine thymol, etc.) 
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Welding 
Wire photo 


Compiled by: Richard M. Lawrence, 
Atlas Powder Company, Wilmington. 


Republished with permission of 
Chemical & Metallurgical Engineering, 


New York. 
re) 


Working Capital of All Manufacturing 
Corporations in the U. S. 


(In Millions of Dollars) 


End of Current Working Current 
Year Assets Capital Ratio 
1929 . $28,006 $15,868 2.31 
1932 19,068 9,247 1.94 
1939 .... 24,147 15,102 2.67 
1940 27,606 16,639 2.52 
1941p .. 35,720 19,748 2.24 
1942e .. 45,000 22,000 1.96 
1948e . 51,000 24,000 1.89 


Current 
Liabilities 
$12,138 

9,821 

9,045 
10,967 
15,972 
23,000 
27,000 


Source: Compiled by Nationa] City Bank Economic 
Bulletin (July 1944) from Treasury Department “‘Sta- 
tistics of Income.” p Preliminary. e Rough esti- 
mate, based | on published balance sheets of large 
manufacturing corporations. 
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INVESTMENT POLICY 


DIVIDEND PAYMENTS ON COMMON STOCKS LISTED ON THE 
NEW YORK STOCK EXCHANGE 


—First 6 Months 1944— 


No. of 


Industry 


Amusement 

Automobile _. 

Aviation NOL SES J. Mee Re Lae sf 

Building —__. 

Business & Office Equipment .. 

Chemical . . a3 

Electrical Equipment ae 

Farm Machinery 

Financial 

Food 

Garment 

Leather _. 

Machinery & Metal - 

Mining ___. 

Paper & Publishing 

Petroleum 

Railroad 

Retail Merchandising» 

Rubber 

Shipbuilding & Operating 

Steel, Iron & Coke 

Textile 

Tobacco __ 

All Public Utilities = 

U. S. Cos. Operating Abroad - 

Foreign Companies —_. 

Other Companies ee Se Oa es 
I = eX 


Number 


Numbe' 
Paying Dividends Paying 
in First 6 oe Increased 


1943 


9 
44 
8 
16 
9 
60 
16 
3 
22 
43 


Dividends 


10 7 
49 13 

9 
16 
9 
62 
16 

3 
19 
43 


_ 


—_ 


_ 


_ 


3 
1 
2 
0 
5 
1 
1 
4 
0 
0 
6 
3 
5 
12 
7 
2 
3 
1 
3 
2 
2 
6 
2 
3 
5 
9 


—_ 
wy) 


“The balance of issues were paying at the same rate as in 1943. 





Summary of Net Income After Taxes of 
Leading Corporations in 1942 and 1943 


(In Millions of Dollars) 


No. of Net Income % Che. 
Cos. Division 1942 1943 1942-43 
,321 Manufacturing $2,388 $2,496 + 4 
113 Mining, 
quarrying 2... 91* 86* 
AS Tee 2 226 235 
241 Transportation 964 941 
222 Public utilities _. 591 617 
88 Service & constr... 68 74 
497 Finance _.....-.—s- 448 517 


2,625 Total _.._____.__._. $4,776 $4,966 


Jeet lt 
THORN RO 


-f 
aN 


*Before certain charges. 
National City Bank Bulletin, April 1944 


Number Per 

Paying Cent 

Reduced Dollar 
Dividends* Change 


424.2% 
434.1 
+ 18 
—— ie 
+ 9.1 
+ 9.6 
Oi 
4+ 2.5 
—14.2 
+10.8 
— 8.7 
0. 
+ 9.7 
+ 0.3 
+13.0 
415.2 
+ 5.1 
+ 22 
439.7 
4+ 4.7 
ani 
—19.7 
+ 21 
+ 0.6 
+ 1.0 
417.1 
469.9 
63 + 7.71% 


From ‘‘The Exchange”’ 


NWWWORLKSOSRWRFOANSOHNAOCORF BRR WO 





War Loan Drive Sales 


Fifth Fourth Third 


(In billions of dollars) 


By classes of nonbank 
investors: 


Individuals, partner- 
ships, and personal 
trust accounts ______. 

Insurance companies 

Mutual savings 
banks: es 

Corporations and — 
associations 

Dealers and brokers 

State and local 
governments 


2s 


SAE 


Soe 
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NET INCOME OF 393 COMPANIES HAVING COMMON STOCK LISTED ON 
THE NEW YORK STOCK EXCHANGE FIRST SIX MONTHS OF 1944 


—By Industrial Groups— 


No. Showing Per Cent 
Number improvement Change in 
ye J (1944 vs. Group Net Income 


Net Pro 1943) (1944 vs. 1943) 


Number 
Reporting 


Industry To Date 


Automobile re ea ee 34 34 20 


Building Nee 
Business & Office ‘Equipment oa eS 
Chemical 
Electrical Equipment 
Financial 
Food z 
Machinery & Metals 
Mining _ PSs ees ee oo 
Paper & Publishing . 
Petroleum 
Railroad __.. 
Retail Merchandising 
Steel, Iron & Coke 
Textiles __ 
All Public Utilities PONE. SE 
Other Companies 
All Companies 


The proportion of government securities 
(direct and guaranteed) in the portfolios 
of national banks has increased from 
24.55% in 1940 to 52.96% on Dec. 31, 1943, 
according to the recent report of the Comp- 
troller of the Currency. 


‘0: 


More than $340,000,000 of real estate has 
been sold by life insurance companies in 
the United States during the past 12 
months, according to the Institute of Life 
Insurance. 





Trust institutions and 

attorneys everywhere can 

count on close cooperation 
at the Equitable. 


EQUITABLE 


TRUST COMPANY 
DELAWARE 


WILMINCTON 


11 


11 
18 
182 


From ‘“‘The Exchange’’—Aug. 





Investment Company Assets Up 


Total assets of management investment 
companies increased by approximately 10%, 
during the first six months of 1944, accord- 
ing to a report of the National Association 
of Investment Companies. Combined assets 
of 117 funds which are members of the 
Association and include substantially all ac- 
tive companies were $1,594,072,000 on June 
30, 1944. 


Open-end, or “mutual,” investment com- 
panies, whose shares are redeemable at the 
option of the holder, sold $76,500,000 of new 
stock during the period, at the same time 
repurchasing $37,600,000. 69 member funds 
of this type had combined assets of $760,- 
177,000 on June 30, compared with 
$650,829,000 six months later, of which ap- 
preciation in the market value of securities 
held accounted for about $70,000,000 of the 
increase. Closed-end funds (principally in- 
vestment companies listed on the securities 
exchanges) showed a six-months gain of 
about $33,000,000, to a total of $834,000,000. 
Redemptions and refinancing during the pe- 
riod reduced total assets by $32,000,000, in- 
dicating over-all market appreciation of 
around $65,000,000. 





TAX STATUS OF POWERS OF 
APPOINTMENT 


Suggestions for Simplification of 1942 Amendments 


DON H. McLUCAS 
Attorney, The Northern Trust Company, Chicago 


REVIOUS to the enactment of the 

Revenue Act of 1942 only property 
passing by the exercise of a general pow- 
er of appointment was subject to the Fed- 
eral estate tax. Undoubtedly the broad 
objective of the 1942 Act was to cure 
supposed defects in the prior law. But it 
went much further. 


With certain exceptions it taxes prop- 
erty subject to any power of appointment 
whether or not exercised by the decedent- 
donee; and with the aid of treasury reg- 
ulations defines power of appointment so 
broadly as to strain the ingenuity of the 
expert as to what is and what is not a 
“nower to appoint.” Further, the new 
law not only applies to powers created 
after its effective date—October 21, 1942 
—but to powers created before that date. 


Also a power may be taxable whether 
it is exercisable by the donee alone or 
jointly with another person or persons. 
Thus does it not follow that a power exer- 
cisable by one beneficiary with the con- 
sent of another beneficiary or by a bene- 
ficiary with the consent of a corporate 
trustee, will be treated in the same man- 
ner as an untrammeled right of a bene- 
ficiary to control the disposition of trust 


property in favor of himself and others? 
Joint powers coming within the scope of 
the law cause innumerable hardships and 
injustices. Will such powers lead to mul- 
tiple taxation, with an estate tax being 
assessed on the death of each person of a 
class who must join in the exercise of the 
power? 


Releaseability 


HE 1942 amendments did attempt to 

give relief from the retroactive effect 
of the new law through the right of re- 
lease. Undoubtedly the Congress contem- 
plated that every power could be effec- 
tively released. This, unfortunately, is 
far from true. 

Following the Federal amendments 
some 15 states enacted statutes permit- 
ting releases of powers and setting forth 
the method of release, but in the great 
majority of states the right to release 
many types of powers, as well as the man- 
ner of release, is left to conjecture and 
uncertainty. Hence, donees may or may 
not be able to release their powers so as 
to take advantage of the relief provisions 
of the Federal law depending upon the 
state having jurisdiction over the prop- 
erty. 
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The power held by a trustee or a person 
clothed with fiduciary responsibilities 
raises the troublesome problems in con- 
nection with its release. Even in those 
states that have given statutory aid to 
releases there are grave doubts as to the 
validity of the release of a fiduciary pow- 
er. Even assuming its validity, the trus- 
tee may expose himself to personal liabil- 
ity for breach of trust if he releases his 
power in an effort to escape an additional 
tax on his own individual estate. 


Pre-Existing Powers 


OWERS created prior to the 1942 Act 

(referred to as pre-existing powers) 
are most severely affected by the new law. 
Rights given in the past to beneficiaries 
and trustees, which now appear to be de- 
fined as powers of appointment, were 
granted to give flexibility to the trust set- 
tlement and to provide for changing eco- 
nomic and social conditions which could 


SS | 
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not be foreseen by the creator of the trust 
at the time it was established. These 
rights were never conceived as a scheme 
or device to avoid taxes. 


Although certain amendments to the 
1942 Act with respect to future powers 
are desirable, problems as to such powers 
are susceptible of solution, for the crea- 
tor of a future power with a knowledge of 
the far-reaching effect of the new law 
may make his trust settlements accord- 
ingly. He will still be able to give flex- 
ibility through selection of the proper 
persons to exercise discretions with re- 
spect to payments of income and princi- 
pal. This may be accomplished without 
creating taxable powers of appointment. 
Unfortunately, many trusts that were 
drawn one or two decades ago may not be 
changed to escape the impact of the new 
tax law. In other instances where the 
trust may be changed the intent of the 
creator of the trust may be frustrated 
and the family settlement disrupted. 


Had the new law confined itself to the 
traditional testamentary power of ap- 
pointment some injustices would follow, 
but in general the law would have been 
workable. At least, anyone examining an 
instrument could determine whether or 
not a power of appointment existed. How- 
ever, the new law taxing rights of with- 
drawal, rights to alter; amend or termin- 
ate, rights to designate beneficiaries to 
receive income or principal or rights to 
determine whether income or principal 
shall be used for certain beneficiaries and 
whether those rights be exercisable alone 
or with the consent of other persons, 
gives rise not only to the question of 
whether or not a power of appointment 
exists but whether or not it is a taxable 
power and whether or not it is releasable. 


Instances of Injustice 


FEW examples of injustices and 

hardships brought on by the change 
in the law—as to pre-existing powers— 
are illustrative: 


(1) A father during his lifetime 
placed property in trust for the benefit 
of his children and their descendants, to 
be held for as long a period of time as the 
law would permit. The income is payable 
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to his children and on the death of any 
child the issue of the deceased child is 
substituted to receive the parent’s share 
of the income. To anticipate unforesee- 
able conditions, the father quite wisely 
gave to a majority of the adult benefi- 
ciaries from time to time entitled to re- 
ceive income, the right to alter, amend or 
terminate the trust. As a result of the 
1942 amendments it appears that if the 
trust is to be permitted to continue in 
its present form, on the death of each 
income beneficiary the entire value of the 
trust property will be taxed in his estate 
resulting in multiple and unjust taxation 
of the same property. Here is an instance 
where the right of release granted by the 
Act may not give relief. True, the pres- 
ent income beneficiaries may be able to 
release their right to alter, amend or 
terminate and by so doing escape the es- 
tate tax upon their deaths, but the power 
may not be released on behalf of those 
who will succeed to the present beneficia- 
ries’ share of income. As the later bene- 
ficiaries become entitled to receive income 
from the trust, the power will be revived 
in them and they may not be able to re- 
lease their powers without payment of 
gift and estate taxes. After the period 
for making tax-free release expires there 
would be no justification for such a suc- 
ceeding beneficiary to release his power 
to alter, amend or terminate, for such a 
release would be subject to the gift tax 
and the property would still be included 
in his taxable estate at death. 


Further, the beneficiaries of this trust 
could not even disrupt the family settle- 
ment through termination of the trust 
after the passage of the new law, for such 
termination would be an exercise of a 
power of appointment which might be 
subject to a gift tax. 


(2) Assume that a man died leaving a 
will which placed his property in trust, 
naming his wife and a corporate trustee 
as trustees. He directed that the income 
be paid to his wife. Being a prudent tes- 
tator, he gave the trustees discretion to 
pay her principal to provide for emergen- 
cies or for her comfort, maintenance and 
support if the income should not be suffi- 
cient for those purposes. Upon the 
death of the wife the trust property is to 
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be distributed to the testator’s children. 
It would appear from the new law that 
if this trust arrangement is to continue 
in its present form, upon the death of the 
wife the trust property, or at least some 
part of it, will be taxed in her estate. 
Such a trust settlement is not uncommon. 
It would appear that the only way in 
which the widow could avoid the tax 
would be to resign her trusteeship. 


Does she have such an ownership or 
control over property that should be the 
subject matter of taxation? She and the 
corporate trustee are accountable to the 
courts for the exercise of this discretion. 
In fact, with the corporate trustee the 
widow undoubtedly would. be more limited 
in her rights to draw upon principal than 
if she were acting alone or with some 
other member of her family. Is it just 
that the widow should be forced to re- 
sign her trusteeship merely because of 
one incidental right that she may exer- 
cise in conjunction with the corporate 
trustee? Her right to participate with 
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the corporate trustee in the selection of 
investments and other matters pertaining 
to the trust would seem far more impor- 
tant as the reason for her designation as 
cto-trustee. Being a fiduciary power, it 
is doubtful that the widow could take ad- 
vantage of the tax-free release provisions 
of the Act and release her power. But 
assume the power to be releasable, it 
must be remembered that it was granted 
as a joint power. Therefore, if the widow 
should attempt to release it, would not the 
release destroy the power so that there- 
after the corporate trustee alone would 
be unable to pay principal to the widow in 
case Of emergencies? If true, it would 
appear most unwise for the widow to at- 
tempt a release of her power. The harsh 
requirement of her resignation appears 
to be her only salvation. 


(3) A testator left his property in 
trust with his brother as the trustee, 
given the discretion to pay so much or all 
of the income as he thinks proper to the 
testator’s widow and to accumulate and 
to add to principal all income not so paid. 
Upon the death of the widow the trust 
property is to go to the testator’s surviv- 
ing issue and if none, to his brother. The 
brother is therefore the trustee with a 
remote contingent interest. During the 
brother’s lifetime a number of persons 
who are the testator’s issue are living. 
However, from a reading of the Act and 
Regulations the brother’s power to pay 
out or accumulate income does not appear 
to be an exempt power; therefore, each 
year when the brother-trustee either pays 
out income to the widow or accumulates 
and adds it to principal the total income 
will be the subject matter of a gift on the 
part of the brother. Obviously the 
brother-trustee could not release his pow- 
er, for this would frustrate the purpose 
of the trust and he undoubtedly would be 
subject to surcharge by the widow if he 
attempted a release. His only safe re- 
course would be the resignation of his 
trusteeship prior to the expiration of the 
grace period for tax-free releases. Is it 
just that a tax law should force the resig- 
nation of a trustee in a situation such as 
this? 


(4) A husband died a number of years 
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ago leaving a will under which he left 
property in trust with a corporate trus- 
tee. The trustee is directed to pay the 
income from the trust property to the 
widow. The estate being modest, the tes- 
tator wisely provided that his widow 
should have a right to withdraw not to 
exceed a specified amount of principal 
each year—non-cumulative. Upon her 
death the property is to go to the chil- 
dren. This power was granted to the 
widow not to avoid taxes but to provide 
for her financial security. The husband 
may have been rather liberal in the 
amounts that he permitted the wife to 
withdraw each year, well knowing that 
the entire amount would not be with- 
drawn unless necessary but would be per- 
mitted to remain in the trust for the ulti- 
mate benefit of the children. The widow’s 
right to withdraw her principal is de- 
fined by the Treasury Regulations to be a 
power of appointment. Also, the Reg- 
ulations state that the mere failure to 
exercise a power of appointment within a 
specified time, resulting in the termina- 
tion of the power, is a release. It would 
therefore appear that if the widow per- 
mitted the power to continue, each year 
that she did not withdraw the entire 
amount available to her, the unwithdrawn 
amount (less the value of the widow’s life 
estate) will be subject to a gift tax with- 
out benefit of the annual exclusion as the 
gift would be of a future interest. If the 
widow lives many years without exercis- 
ing her right of withdrawal she conceiv- 
ably could make gifts far in excess of the 
entire value of the trust corpus. At the 
same time upon the death of the widow 
it would appear that the aggregate 
amount that she could have withdrawn 
during her lifetime but permitted to re- 
main in trust would be subject to Fed- 
eral estate tax in her estate. 


It would seem unwise for the widow to 
completely release her power of with- 
drawal within the grace period for her 
future security would then be in jeo- 
pardy. She then may be forced to with- 
draw the maximum amount each year 
and thereby frustrate the purpose for 
which the trust was created. 


This example is illustrative of the Act 
and Treasury Regulations which purport 
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to subject an income beneficiary not only 
to a gift tax but also an estate tax if he 
should release his taxable power after the 
expiration of the grace period. If an in- 
come beneficiary or any other person is 
to be subject to a gift tax during his life- 
time in releasing his power to appoint 
the law should be amended to eliminate 
an estate tax at death on the property 
subject to the released power. 


Allocating Increased Tax 


HEN considering the impact of the 

tax on the above illustrations it 
must be remembered that the trust prop- 
erty or the person receiving it does not 
necessarily have to pay the increased tax 
that is assessed by reason of the taxable 
power. By the terms of the Act, unless 
the decedent’s will contains contrary di- 
rections, the person receiving the prop- 
erty subject to the power bears only the 
proportionate share of the total Federal 
estate tax. In many instances, including 
those in the above illustrations, the dece- 
dent will be unable to set forth directions 
in his will whereby the trust property 
will bear more than its proportionate 
share of tax. The decedent then is placed 
in the unfortunate position of having his 
own estate pay a larger tax by reason of 
having a power granted to him by some 
other person’s trust settlement even 
though he cannot make the property sub- 
ject to the power available to pay the in- 
creased tax. The law should be further 
amended so as to provide that the ap- 
pointed property, if subject to tax in the 
decedent-donee’s estate, should be taxed 
in the highest brackets. In this manner 
the decedent’s own estate would not be 
subject to greater tax inroads by reason 
of powers granted to him. 


Some may disagree as to whether or 
not the powers in the above or other sit- 
uations constitute taxable powers of ap- 
pointment. However, every person who 
on October 21, 1942, held a power, right 
or discretion to direct the distribution of 
income or principal of trust funds must 
make a final decision as to whether his 
power is or is not taxable, and if he deter- 
mines that it may be taxable take steps to 
release or extinguish the power if he 
wishes to avoid the impact of the tax law. 
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This forces each donee to make a con- 
servative determination and once made it 
is not subject to change. The broad scope 
of the Treasury Regulations will encour- 
age many persons to release powers 
which may ultimately be held not to be 
taxable powers of appointment. 

It is indeed hoped that before the tax- 
free release date finally expires Congress 
will reconsider the gift and estate taxa- 
tion of property subject to powers. 


Recommended Changes in the Law 


(1) Prospective Operation. Inasmuch 


as pre-existing powers appear to give the 
most difficulty of solution under the pres- 
ent law, it has been urged that the law 
should be amended so as to exempt from 
its operation all powers created prior to 
This argument has 


its effective date. 
much force. 


If the holders of all pre-existing pow- 
ers are to be advised of their rights of 
release, every outstanding will and trust 
agreement in the country must be exam- 
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ined. This in itself is an imposition and 
a source of expense to all beneficiaries of 
trust funds. Tax-free releases will be 
availed of by the holders of powers who 
are well advised. Only the unwary and 
ill-advised will suffer from the change in 
the law. It is thus doubtful that the 
Government will collect any substantial 
amount of revenues from pre-existing 
powers. 

Furthermore, with no substantial rev- 
enue involved, the Act in its present 
form, applying retroactively, will cause 
many serious disruptions of carefully 
planned trusts created in good faith and 
in reliance on the laws that existed at the 
time the trust was created. 


(2) Test of Recipient. A second sug- 
gestion would be to make the test of taxa- 
tion or exemption dependent upon the 
persons who receive the property subject 
to the power. By this proposal, if the 
trust property should go to any members 
of the exempt family group or charities 
described in Section 811(f)(2)(A) of 
the Code, whether by exercise or non- 
exercise of the power by the donee, the 


property subject to the power would be 


exempt from tax. This proposal is just 
one step removed from the present law, 
for now the test of taxability is depen- 
dent upon the persons in whose favor the 
power may be exercised. The present 
exemption resembles an exemption under 
an inheritance tax law. This second pro- 
posal carries the inheritance tax exemp- 
tion theory to its logical conclusion and 
gives exemption to the property subject 
to the power where, by reason of either 
action or non-action on the part of the 
donee, such property descends to those 
closely related to him. 


This suggested amendment would also 
do away with the necessity of examining 
all pre-existing powers. The unwary and 
ill-advised would not be trapped by fail- 
ure to release their powers before a given 
date. This proposal could apply not only 
to pre-existing powers but powers here- 
after created. If simplification is desired 
in Federal taxation, this suggestion even 
as to future powers should be given care- 
ful consideration. 


(3) Exclusion of Some Pre-Existing 
Powers. The third suggestion would be 
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to amend the law to exclude certain pre- 
existing powers from its application, e.g.: 


1. All powers exercisable jointly by two 
or more persons or by one or more 
persons with the consent of others. 


. All powers exercisable by a trustee or 
any person in a fiduciary capacity. 


3. All powers exercisable by a person 
whose only interest in the property is 
a future interest and for whose benefit 
the power is not directly exercisable. 


. All powers of alteration and amend- 
ment held by fiduciaries or others in 
cases in which it is apparent that the 
holder of the power was not intended 
personally to benefit from it. 


. All powers to accumulate income. 


3. All powers to invade principal of trust 
funds. 


. All powers not releasable under ap- 
plicable local law. 


. All powers contained in _ pension 
trusts, insurance trusts, marriage and 
divorce settlements, voting trusts, and 
other instruments of a general bus- 
iness character. 


The objection to this type of amend- 


‘ment is the difficulty in enumerating the 


powers to be excluded and the danger 
that certain factual situations creating 
powers may be overlooked in the enum- 
eration. Further, it would require the 
examination of all existing trust instru- 
ments to determine whether or not a per- 
son holds a taxable power with the pos- 
sibility of the unwary donee unwittingly 
being caught by failure to release his 
power before a given date. For this rea- 
son and because of the complexity of such 
an amendment, this seems the least desir- 
able of the three proposals for relief with 
respect to pre-existing powers. 


If, however, the requirement to release 
certain pre-existing powers in order to 
avoid the tax is to be carried forward in 
any new amendments, it would be ex- 
tremely helpful to state affirmatively that 
the new law should apply only to certain 
specified powers, the powers not enumer- 
ated being excluded. 


The suggestions heretofore made with 
respect to relief to be given pre-existing 
powers apply only to powers created prior 
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to October 21, 1942. However, many wills 
have been drawn prior to that date con- 
taining what now appear to be taxable 
powers of appointment. These persons 
may not have had an opportunity to re- 
view and redraft their wills prior to 
death after the enactment of the 1942 
Act. The persons who are granted pow- 
ers in such wills which now appear to be 
taxable are given no relief under the 
present law. It is suggested that powers 
created prior to a date such as January 1, 
1945, should be included in any relief pro- 
visions dealing with prior created pow- 
ers. 


Further Changes 


THER technical amendments should 

be considered, the necessity of which 
will depend upon the character of the 
more important proposals relating to pre- 
existing powers. 

The person holding a taxable power de- 
rives it not from his own act but from 
the act of others. Therefore, it is urged 
that Congress grant a grace period with- 
in which powers that may be created in 
the future may be released in whole or in 
part tax free. For example, a donee who 
hereafter may find himself with a taxable 
power would have six months within 
which to release it without being subject 
to gift or estate tax. 


The provisions dealing with release by 
persons under disability could well be 
modified. It is believed that under the 
present law if a person holding a power 
is under one disability on October 21, 
1942, and becomes under another disabil- 
ity before the first is removed, he must 
nevertheless release his power within six 
months after the termination of the first 
disability. It is suggested that an amend- 
ment to permit a tax free release within 
six months after the termination of all 
continuous disabilities, if any existed at 
the date of the enactment of the 1942 
Act, would be more equitable. 


Under the present law if a joint power 
is held by a civilian and a person in the 
armed services on October 21, 1942, the 
civilian must release the power within 
the grace period as extended, while the 
person in the armed services has until 
Six months after the termination of the 
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war in which to make the release. It is 
suggested that if any one or more of the 
holders of a joint power are under a dis- 
ability within the meaning of the Act, 
all other holders of the power may be con- 
sidered in the same category until the 
termination of all disabilities within the 
class of persons holding the power. 


Another example will illustrate a 
further suggested amendment. Assume 
that a person some time prior to October 
21, 1942, drew his will exercising a 
special power of appointment, and that 
the power so exercised would not have 
been taxable under the law as it then 
existed but by the change in the 1942 Act 
it became a taxable power. If that per- 
son entered the armed services before 
October 21, 1942, or became incompetent 
prior to that date and should die there- 
after while in the service or while incom- 
petent without an opportunity to revise 
his will, the property subject to the power 
would névertheless be subject to tax. An 
amendment to exempt a power exercised 
under such circumstances would appear 
desirable. 


Before the time ultimately expires 
within which pre-existing powers may be 
released free from tax and before the 
change in the law becomes applicable to 
such powers, it is hoped that the Con- 
gress will re-examine this phase of the 
tax law. At such time amendments 
should be urged which will not only sim- 
plify this subject but which will also re- 
move the many inequities and prevent the 
disruption of family settlements created 
in good faith, resulting from the 1942 
amendments. 
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NOTES ON TRUST AND PROBATE LITERATURE 


RETENTION OF ITS OWN SHARES BY 
A CORPORATE TRUSTEE 


AUSTIN W. SCOTT. Harvard Law Review, May 
1944. 


Does a trustee which receives shares of 
its own stock under a living trust or by 
will have a duty to sell them? If the shares 
are retained, and there is a decline in value, 
is the trustee subject to a surcharge? 
These are the questions discussed in this 
learned article. A considerable portion of 
the analysis is based on the recent New 
York decision in City Bank Farmers Trust 
Co. v. Cannon. The effect of general, specific 
and statutory authority to retain invest- 
ments is treated. Problems raised by stock 
dividends and rights to subscribe, affiliates 
and mergers are also dealt with. 


WHEN THE SETTLOR OF A TRUST RE- 
SERVES A LIFE ESTATE 


EMILY MARX. Taxes, July 1944. 
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This is a keen analysis of the tax conse- 
quences of a reservation of a life estate 
to the grantor of a trust. One important 
question is the quantum of the corpus sub- 
ject to gift tax, both where the remainder 
is vested and where contingent. Income and 
estate tax incidence is reviewed. The author 
concludes that the inter vivos trust is no 
longer a tax saver. 


IMPORTANT DEVELOPMENT IN FIDU- 
CIARY ADMINISTRATION 


MAYO A. SHATTUCK. 
view, April 1944. 


Boston Univ. Law Re- 


The development referred to in the title is 
the trend toward broader investment pow- 
ers. After tracing the factors which have 
led to a demand for the inclusion of equities 
in trust portfolios, Mr. Shattuck classifies 
the individual states as to trustees’ invest- 
ment powers, and concludes with the model 
statute adopting the Massachusetts Rule. 


THE STATUTORY SUCCESSOR, THE 
RECEIVER AND THE EXECUTOR IN 
CONFLICT OF LAWS 


ELLIOTT E. CHEATHAM. 
view, July 1944. 


Columbia Law Re- 


The conception that the representative 
named in one state can act as such only 
within the limits of that state has caused 
many undesirable results. Numerous legis- 
lative and judicial exceptions to the rule 
have still left the law unsatisfactory. Prof. 
Cheatham examines the history and scope 
of the doctrine of the statutory successor 
and considers its bearing on similar ques- 
tions involving debtors’ and decedents’ rep- 
resentatives. His conclusion is that the for- 
eign executor and foreign receiver should be 
permitted to sue. 


0 


Kentucky’s Escheat Regulations 


Instructions implementing Kentucky’s 
1940 escheat law have been issued by the 
Department of Revenue following the U. S. 
Supreme Court’s recent decision validating 
the statute. Trust funds and estates are 
included among the forms of property which 
must be reported after the lapse of stated 
periods. The instructions are contained in 
Circular SC-7. 
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INTERNATIONAL RECIPROCITY 
FOR ESTATES 


Problem of Double Death Duties and Foreign Administration 


S. C. HOUGH 
National Provincial Bank, Ltd., London, England 


T has recently been stated that con- 

versations are being conducted be- 
tween representatives of the United 
States and Great Britain with a view to 
resolving the difficulties which arise when 
property is taxed in both countries. 


The drag on international trade which 
double taxation imposes has long been 
recognized, but the cure on an interna- 
tional basis has not been achieved. There 
is a natural tendency for governments of 
any nation to refuse to enter into an 
agreement giving up immediate taxation 
for shadowy economic benefits. It is not 
easy to assess how far trade is restricted 
by double taxation, but that there is a 
deleterious effect is today gencrally ad- 
mitted. 


Double death duties are, of course, only 
one side of the question; more important, 
probably is double income tax. If, how- 
ever, there is a possibility of reaching 
agreement on income tax, it is highly de- 
sirable to reach it on death duties. Mr. 
Headley of St. Paul has outlined the posi- 
tion between the Federal Government and 
the States in this connection,* and recog- 
nized the trade restraint which even this 
“domestic” double taxation imposes. 


The League of Nations, almost from its 
inception, recognized the importance of 
the subject and set up committees to con- 
sider it. These committees have studied 
the law both relating to Income Tax and 
Death Duties in almost every country and 
have drafted international agreements as 
a basis for discussion. Many agreements 
were made before the war between Euro- 
pean countries and even since the war 
agreements appear to have been entered 
into by South American States on the 
lines of their drafts. 


*Feb. 1940 Trusts and Estates 171. 


An example of the heavy burden of 
double death duties is given below. (It is 
assumed that the rates applicable in 1936 
will more nearly approximate to the posi- 
tion after the war than those in force at 
the present time. If the latter were used, 
the position would be much worse.) Ifa 
man dies domiciled in New York and his 
estate is valued for $200,000 of which 
$100,000 is the value of shares owned by 
him in an English Company, his British 
estate would have to bear $8,000 British 
Estate Duty and $9,600 Federal Estate 
Tax (rate of conversion calculated at $5 
to the £ sterling) or an average rate of 
Death Duties of 8.8% instead of the 4.8% 
Federal average rate, even assuming that 
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the New York Estate tax can be set off in 
full against the Federal tax. For larger 
estates the figures would be: 


Total 
Estate 


British 
Estate 


Federal Tax on 
Whole Estate 


$ 600,000 
1,000,000 
5,000,000 

10,000,000 


$ 300,000 $ 
500,000 
2,500,000 
5,000,000 


66,600 

164,600 
1,657,600 
4,312,600 


As long ago as 1894 the undesirability 
of such a burden being placed on invest- 
ment in member states of the British 
Commonwealth of Nations was recog- 
nized and while the method adopted to 
overcome it is not put forward as neces- 
sarily applicable to other countries, it 
may be of interest to show how it works. 
The present arrangement, as far as the 
United Kingdom is concerned, is gov- 
erned by the Finance Act 1894 and a per- 
son dying domiciled in the United King- 
dom owning property in another part of 
the British Commonwealth is entitled to 
set off, against British Estate Duty, the 
Estate Duty paid on the colonial asset 
abroad. His estate is also entitled to de- 
duct from the value of the asset an 
amount not exceeding 5% of the value to 
cover the cost of administering the asset 
abroad. This arrangement is extended 
only to those members of the Common- 
wealth who give the same reciprocal al- 
lowances. (Most notable exception is 
Union of South Africa and one or two 
Canadian provinces. ) 

The first reciprocal arrangements un- 
der this Act were made in 1895 and while 
the volume of trade between the United 
Kingdom and one of the other members 
of the British Commonwealth of Nations 
may be not as great as say, with 
the United States, in total this trade is 
considerable. The figures of duty paid in 
the Colonies and set off aaginst British 
Estate Duty may be of interest. In 1899 
£19,170 Colonial Death Duties paid on 
property worth £1,582,316 was allowed 
against British Death Duties. The fig- 
ures in 1909 were £58,723 and £2,351,219 
respectively and in 1929 £337,602 and 
approximately £5,000,000 respectively. 
While the figures for the actual property 
involved are no longer available, in 1939, 
£381,851 was allowed against British 
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Duty, (annual reports of the Commis- 
sioners of Inland Revenue, England 1899- 
1939). 


British Tax 
on British Estate 


Whole Estate 
Average Average 
Federal Rate Overall Rate 
11.1% 
16.5% 
33.2% 
43.1% 


$ 48,006 
95,000 
800,000 
1,900,000 


The revenue loss in the case of the 
United Kingdom is small, but the effect 
of knowing that whatever investments 
are placed abroad in the Colonies and 
Dominions will not cause more Death Du- 
ties to be paid than if the investments are 
made in the United Kingdom must be to 
encourage trade and the finance of trade 
between the countries concerned. 


Recognition of Foreign Executors 


NE other important point often over- 
J \ooked is the very varying require- 
ments of countries for the proof of death. 
To take one example, if a person domi- 
ciled in England owned, before the war, 
property in France, the English Will was 
by no means necessarily recognized and 
the French property might pass to heirs 
whom the deceased had no intention of 
benefiting. Moreover, the British Execu- 
tors, in certain circumstances, could not 
exercise any authority over the property. 
Differences in the law between different 
States in the United States is proof 
enough of troubles which can arise. To 
most of us, however, the difficulty is only 
too familiar, even in peace time, of mak- 
ing sure that an estate in, say, France, 
England and the United States is being 
properly looked after while attempts are 
being made to obtain legal powers to deal 
with the assets. 


The difficulty is mainly one of proce- 
dure, although the laws of intestacy vary 
tremendously from one country to an- 


other. The procedure adopted by the 
British Courts and followed by most of 
the Dominions and Colonies of obtaining 
from a special Court a sealed Grant con- 
firming the Executors or Administrators 
in their position as such and at the same 
time proving the Will, if there is one, is 
not by any means the same procedure as 
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is adopted by those countries which fol- 
low Roman Dutch Law or the Napoleonic 
Code. 

Here again, reciprocal arrangements 
between Britain and the British Com- 


monwealth of Nations enabling the Exe-. 


cutors to obtain legal recognition where 
assets are held by a deceased in more 
than one of the member States, are per- 
tinent. These arrangements are mainly 
governed—as far as England is con- 
cerned—by the British Colonial Probates 
Act, 1892, which reads at Section 2 (i): 


“Where a Court of Probate in a British 
possession to which this Act applies has 
granted Probate or Letters of Admin- 
istration in respect of the Estate of a 
deceased person the Probate or Letters 
so granted may, on being produced to 
and a copy thereof deposited with, a 
Court of Probate in the United Kingdom, 
be sealed with the seal of that Court and 
thereupon shail be of like force and effect 
and have the same operation in the 
United Kingdom as if granted by that 
Court.” 


This procedure now applies to nearly 
all the members of the British Common- 
wealth of Nations including most of the 
Canadian and Australian States and even 
to the Union of South Africa whose legal 
system is based on Roman Dutch Law. 
Application for re-sealing is a very sim- 
ple procedure and involves little expense. 
It is immaterial for re-sealing where the 
Executor or Personal Representative is 
domiciled and corporations who have a 
Grant obtained under the law of, say, the 
Bahamas, can have their grant re-sealed 
in England though the corporations 
might have been incorporated in Ba- 
hamas. They can then act by their proper 
officers or by an attorney in England. 


*The writer anticipates that the World 
Peace Foundation, 8 West Fortieth 
Street, New York, N. Y. and 40 Mount 
Vernon Street, Boston, Mass., would be 
able to supply the publications available 
in the United States. The figures quoted 
from the Commissioners of Inland Rev- 
enue Reports have been extracted from 
the 52nd, 62nd, 72nd and 82nd Reports 
published by H. M. Stationery Office, 
York House, Kingsway, W.C.2, from 
which can also be obtained copies of the 
British Statutes quoted. 
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Before the present war many agree- 
ments between countries were ratified to 
avoid double taxation, though as far as 
can be seen a similar attempt at avoiding 
the difficulties of double representation 
for the Executors or Administrators does 
not seem to have been made. The litera- 
ture on the subject of Double Taxation 
by the League of Nations is most help- 
ful.* 


These two situations are deserving of 
the attention of all persons interested in 
trust business. If the ideal can be form- 
ulated, the solution is that much nearer. 
As a basis for consideration, this ideal 
solution might be stated as follows: 


(a) An arrangement whereby all 
death duties are paid in total once 
only at the higher rate levied by 
the deceased’s country of domicile , 
or by the country where the prop- 
erty is situated. 

An arrangement whereby the ex- 
ecutors or administrators, having 
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proved their title to deal with the 
property of the deceased in the 
country where he was domiciled, 
should be recognized as legally en- 
titled to deal with the deceased’s 
assets—whether moveable or im- 
moveable—wherever they may be 
situated in the same way as the 
deceased did. 


It cannot be expected that a country 
will give up a right to taxation on prop- 
erty situated therein without some com- 
pensating factor and thus any such ar- 
rangement as heading (a) envisages 
must, it would seem, be on a reciprocal 
basis, i.e. the lessening of foreign taxa- 
tion on its own nationals must be accom- 
panied by a lesser taxation on foreign na- 
tionals. As for the position under head- 
ing (b), the immediate difficulty is that 
on the face of it each country is allowing 
to some extent its sanctions to be wielded 
by another country’s Courts. Is this 
really important? If one country’s Courts 
have pronounced in favor of a transfer 
of ownership to certain personal repre- 
sentatives, the main problem which could 
occur is whether the other country’s na- 
tionals are thereby damnified. 

It should surely be possible to devise 
some method whereby a simple endorse- 
ment of the personal representative’s pos- 
ition could be obtained from a special 
court established in each country for this 
purpose. This Court could hear any evi- 
dence from its own nationals and confirm 
or refuse on these conditions only. This 
procedure could be made simple and avoid 
the complications which now arise by the 
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non-recognition of the law of testate and 
intestate succession of the country of the 
deceased’s domicile in the Courts of 
other countries. The time seems now 
right for such steps to be taken. 


Income Tax on Capital 
Payments 


The Canadian Income tax authorities 
have issued a general ruling to the 
effect that all payments out of capital, 
except legacies, to beneficiaries who are 
entitled to income are liable to taxation. 
This appears to have arisen from the 
decisions in two English cases in 1933. 
In Lindus and Hortim v. Commissioners 
of Inland Revenue, the testator left his 
residuary estate as to the income on one 
half to his daughter for life. The in- 
come being insufficient for the daughter’s 
requirements, a Deed of Family Arrange- 
ment was entered into, in which the trus- 
tees were empowered, at their absolute 
discretion, to make payments out of the 
capital to supplement the income of the 
daughter. 


In Brodie v. Commissioners of Inland 
Revenue, the testator bequeathed certain 
shares and the residue of his estate upon 
trust to pay the income on the shares 
and three quarters of the income from 
the residue to his wife for life. He also 
directed that if, in any year, the income 
payable to his wife should not amount to 
£4,000, the trustees were to make up the 
amount out of capital. There was a de- 
ficiency and the trustees accordingly 
made up the income out of capital. 


The English Courts held in both these 
cases that notwithstanding that the sums 
were raised out of capital, they must be 
regarded as income in the hands of the 
beneficiaries and were, therefore, liable 
to income tax. 


John Clifford Folger of Folger, Nolan & 
Co., Washington, has been renominated for 
president of the Investment Bankers Asso- 
ciation of America. Only on three other 
occasions during the past 32 years has a 


‘ president of the association served for more 


than one year. 
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Income Tax 


Interest on Port Authority Bonds free 
from tax. Court in a 2 to 1 decision 
ruled that interest received on bonds is- 
sued by the Port of New York Authority 
and the Triborough Bridge Authority is 
exempt from Federal income tax. Est. of 
Shamberg v. Commr., and Est. of White 
v. Commr., C.C.A.-2. Aug. 24. 


Cash dividends taxable to beneficiary. 
Testamentary trust provided for quarter- 
ly payment of income to life beneficiary. 
It also gave trustee power to determine 
whether accretions should be regarded as 
income or corpus. Trustee received cer- 
tain cash ordinary dividends, and deter- 
mining same to be corpus, withheld dis- 
tribution from life beneficiary. Trustee 
reported same as trust income and paid 
tax accordingly. Tax Court held trustee 
had no power to hold dividends as corpus 
and that same represent income to and 
are includible by beneficiary in gross in- 
come. Doty v. Commr., 3 T. C. No. 125. 
June 19. 


Clifford decision not controlling for all 
trusts. It appears that the Commissioner 
is applying the rule of Helvering v. Clif- 
ford, 309 U. S. 331, in taxing trust in- 
come to grantors. The Tax Court in de- 
ciding several cases against the Govern- 
ment and one against the taxpayer, point- 
ed out that no general rule can be laid 
down, but that each case must be decided 
on its particular facts. 

Grantor created irrevocable trust, 
named self as trustee with broad powers 
of management, corpus not vested in 
grantor, income not for benefit of gran- 
tor, etc., held not taxable to grantor. 
Weisman v. Commr., and Myerson v. 
Commr., T.C. Memos, July 22; Cherry v. 


Commr., 3 T.C. No. 149, July 31; Cassat 
v. Commr., T.C. Memo, July 31. 

Where taxpayers set up trust for bene- 
fit of relatives, but could control disposi- 
tion of trust income between beneficiaries 
and at termination of trust could acquire 
corpus, court held grantors taxable on 
trust income. DeWitt Wallace et ano:, 
T.C. Memo, July 20. 

Beneficiary taxable on assignment of 
dividend. Beneficiary of income of trust 
assigned special dividend. Corporation 
paid dividend directly to assignee. Tax 
Court held that constructively the divi- 


dend must be regarded as having been 
received by the trustee (stockholder) and 
as distributed to beneficiary, and there- 


fore taxable to the beneficiary. EF. LE. 


Whitehead, T.C. Memo, July 31. 


Payments from residuary trust held 
loans and not taxable. Pursuant to com- 
promise agreement with sister’s next of 
kin and heirs, taxpayer received pay- 
ments from residuary trust set up under 
deceased sister’s will. However, taxpay- 
er agreed, at death, to repay all amounts 
so received. Commissioner assessed de- 
ficiency against taxpayer contending that 
amounts received constituted income un- 
der Sec. 22(a) of I.R.C. Tax Court found 
for the taxpayer and held that payment 
in issue was a loan and not taxable. Est. 
of Loring, T.C. Memo, July 18. 


Trust payments to nonresident bene- 
ficiary not subject to lien for income tax 
liability. Collector of Internal Revenue 
of New York assessed tax on stock trans- 
action against nonresident beneficiary of 
trust created by grandmother in Texas. 
Since trust specifically provided against 
alienation and liability for granddaugh- 
ter’s debts, Court held that trust pay- 
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ments to her are not subject to lien for 
taxes arising out of independent stock 
market transaction not connected with 
the trust. Since beneficiary had only an 
inchoate property interest under will, 
substituted service does not constitute 
valid service. Income tax proceedings 
against a nonresident must be brought 
by Collector of Internal Revenue of Bal- 
timore. U.S. v. Dallas Nat. Bk., Succ. 
Ttee., U.S.D.C., N.D. of Texas, Dallas 
Div., July 10. 


Executor’s reimbursement of loss on 
illegal investment not deductible. Assets 
of estate consisted principally of stock of 
two corporations. Executor claimed that 
to protect these two investments, he pur- 
chased stock of Company X. Upon learn- 
ing that this was not a legal investment, 
he sold stock at loss, reimbursed estate 
accordingly, and claimed loss as deduc- 
tion on his individual income tax return. 
Court disallowed deduction on _ the 
grounds that loss did not result from his 
business but rather from his improper 
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use of estate funds. Reimold v. Commr., 
C.C.A.-3, July 27. 


Dividends held income where declared 
before but payable after death. De- 
cedent died owning stock in corporations 
which declared dividends before he died, 
but payable in the future to stockholders 
of record after date of decedent’s death. 
Court held dividends reportable on dece- 
dent’s final income tax return, rather 
than on estate’s income tax return, under 
Sec. 42 of the 1938 Revenue Act. Court 
disregarded interpretation under State 
law as to time when dividends accrued. 
(See 1942 Revenue Act for elimination of 
controlling sentence.) Commr. v. Guar- 
anty Tr. Co., Ex’r., C.C.A.-2, Aug. 4. 


Trust held to be irrevocable despite 
broad trustee’s powers. Decedent set up 
three trusts for adult children naming 
self trustee. Upon beneficiary’s death, 
corpus to go to others than decedent. 
Grantor retained no power of revocation 
and had no reversionary interest. How- 
ever, as trustee he had broad powers of 
control and management. The Tax Court 
held that under New York law, which 
governs these trusts, despite the fore- 
going, the trust income is not taxable 
to grantor under Sec. 166 of the 1936 
and 1938 Acts. It was held further that 
the trustee’s control over corpus was in- 
sufficient to make trust income taxable 
to grantor under Sec. 22(a) of the 1936 
and 1938 Acts. (Helvering v. Clifford, 
309 U. S. 331, distinguished) Est. of 
Lowenstein v. Commr., 3 T.C. No. 144, 
July 21. 


Estate Tax 


Valuation of closely-held corporate 
stock. Where there was a local, limited 
market for stock of close corporation, 
Court valued same at 75% of the asset 
value. Proceeds received under single 
premium life insurance policy, issued in 
conjunction with annuity contract, held 
taxable as a transfer to take effect at or 
after death. Est. of Chestnut v. Jones, 
U.S.D.C., W.D. Okla., June 27. 

Testator’s direction as to use of be- 
quest to charity does not preclude deduc- 
tion. Decedent left residuary estate to 
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Henry Street Settlement, charitable or- 
ganization, with direction that $5,000 be 
used as incidentals fund and the balance 
be set as annuity fund to provide for its 
old age-or permanently disabled-work- 
ers. The Court held that the direction 
did not preclude deduction of residuary 
estate from gross estate. Est. of Wald 
v. Commr., T.C. Memo, Aug. 5. 


Gift Tax 


Prenuptial transfer to prospective wife 
in compensation for loss of trust income 
not taxable. Taxpayer proposed to widow 
who was provided with life income under 
her deceased husband’s trust only until 
her remarriage. To compensate her for 
loss of such life income, taxpayer, prior 
to marrying widow, transferred certain 
securities to her. The Court held that 
there was no donative intent, that she 
surrendered her right to trust income by 
marrying him, and that consequently 
transfer was not subject to gift tax. 
Wemyss v. Commr., C.C.A.-6, July 24. 


Rulings, News, Etc. 


Trust Division Information 
Recently inaugurated by the 
Starts with 


Pension 
Service. 
Bureau of Internal Revenue. 
PS No. 2, dated July 29. 


I. T. 3685. Sets forth approved profit- 
sharing plan with rules to be applied as 
to credit for years of past service. 


I. T. 3686. Converse of I. T. 3685. 


G. C. M. 24292. Modifies G. C. M. 
23811 covering treatment or gain or loss 
on sale of. California community prop- 
erty where husband died before Oct. 22, 
1942, and determination of amount of 
gain or loss from sale of widow’s one- 
half share. 

T. D. 5396. Final returns of decedents, 
who died in 1944, may be filed on or be- 
fore March 15, 1945. This is good news 
for executors and administrators. 

Form W-2 Revised Withholding Re- 
ceipt for 1944 released on Aug. 30. If 
used by taxpayer as income tax return, 
the Collector of Internal Revenue will 
figure the tax, bill the taxpayer who must 
pay amount due within thirty days. 

Form 706. Revised Estate Tax Returns 
released. 


Fundamentals of Federal 
Taxation 


More than 7,500 lawyers have already sub- 
scribed to the pamphlet course on Funda- 
mentals of Federal Taxation sponsored by 
the American Bar Association’s Section of 
Taxation, the Practicing Law Institute of 
New York, and state and local bar associa- 
tions. The pamphlets of which there are 
14, including the text of the Internal Rev- 
enue Code as of June 9, 1944, are author- 
ed by more than 20 outstanding authorities 
in the respective fields of individual and 
corporate income taxation, estate and gift 
taxes, and procedure. 

The set is used as textbooks in connection 
with a series of 12 lectures of two hours 
each which have been conducted in 25 cities 
throughout the country. However, the 
pamphlets may be subscribed to without at- 
tending the sessions. The entire fee is a 
mere $10. For further details on this ex- 
cellent program, inquiry should be address- 
ed to Harold P. Seligson, Director, Practis- 
ing Law Institute, 92 Liberty St., New 
York 6. 


The Dependable 


Executor and Trustee 
for Over Half a Century 


Mississippi Valley Trust Co. 


St. Louis 
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RECIPROCAL TAX CONVENTION EXPLAINED 


HE convention for avoidance of 

double taxation, now awaiting rati- 
fication by the United States and Can- 
ada, is explained by H. V. Laughton, as- 
sistant general manager, National Trust 
Company Limited, Toronto, in an inter- 
view with Wellington Jeffers, financial 
editor of the local “Globe and Mail,” as 
follows: 

“When ratified it is to become retro- 
active to June 14, 1941, the date upon 
which the Dominion of Canada Succes- 
sion Duty Act came in force. In cases 
where succession duties have been paid 
both to Canada and the United States, 
applications for refunds (without inter- 
est) will be received if the cases fall 
within the provisions of the convention. 
The date by which such applications for 
refund must be made will be fixed in the 
rules and regulations. 

“While the purpose of the convention 
is the avoidance of double taxation, it 
does not necessarily follow that death 
duties payable by a Canadian owning 
property in both countries will not be 
increased owing to his owning property 
in the United States, but generally speak- 
ing, there will be no double duties. 

“The Dominion Succession Duty De- 
partment will ask that the inventory of 
the estate be prepared exactly as at 
present, including not only property sit- 
uated in Canada, but property in the 
United States and elsewhere. A state- 
ment of duty will be prepared on the 
basis of this inventory exactly as at 
present. Then an allowance will be 
made against the amount of taxes shown 
by this statement in respect of taxes im- 
posed by the United States on the prop- 
erty situated in that country. Generally 
speaking, this allowance will be an 
amount which bears the same ratio to 
the total United States estate taxes as 
the value of the property situated in the 
United States subject to Canadian suc- 
cession duty bears to the total value of 
the property subject to United States 
taxes. In other words, if the whole prop- 
erty situate in the United States were 
subject both to Canadian and United 
States taxes, the whole amount would be 


allowed as a deduction from the Cana- 
dian taxes provided that the allowance 
must not exceed the taxes imposed by 
Canada in respect of such property. For 
example, if the rate imposed by the 
United States on the property situated 
in that country were higher than the 
rate imposed by Canada, the amount of 
the allowance would be restricted to the 
Canadian rate. 


“If the property situated in the 
United States were subject only in part 
to United States taxes or only in part to 
Canadian taxes the amount of the allow- 
ance would be affected accordingly.” 


How Are Stocks Located? 


“What has been done to remove the 
increasing doubt as to the location of 
personal estate for the purpose of im- 
posing taxation?” 

“Certain rules have been adopted for 
the purpose of the convention, but these 
rules will not affect the present rights 
of either country to impose taxation in 
cases to which the convention does not 
apply. 

“The convention provides generally 
that the situs or location of property 
shall be determined in accordance with 
the laws of the contracting State impos- 
ing the tax, except as otherwise provid- 
ed. In the case of a decedent, who at 
the time of his death was domiciled in 
Canada and was not a citizen of the 
United States, Canada is to impose the 
taxes to whieh the convention relates. 
However, the conventien itself deter- 
mines the situs of two classes of prop- 
erty. It provides that real property sit- 
uated in Canada shall be exempt from 
the application of taxes imposed by the 
United States and real property situated 
in the United States shall be exempt 
from the application of taxes imposed 
by Canada.” 


“How does it determine the situs of 
shares of a corporation?” 


“In order to avoid all controversy, the 
convention has adopted the United 
States rule and provides that shares in a 
corporation organized in or under the 
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laws of the United States of America or 
any of the States or territories, shall be 
deemed to be property situated within 
the United States and that shares in a 
corporation organized in or under the 
laws of Canada or any of the Provinces 
or territories shall be deemed to be 
property situated within Canada. In 
other words, the place of organization 
or incorporation of the corporation is 
the sole test. 

“Such matters as the proportion of 
the total debts to be allowed against the 
property situated in the two countries, 
the proportion of the personal exemp- 
tions under the laws of the two coun- 
tries to be taken into account and sim- 
ilar questions are dealt with, but the ef- 
fect of these varies according to the dif- 
ferent circumstances, and the general 
principles to be applied are not mate- 
rially affected.” 


United States Exception 


“Are there important omissions from 
the convention?” 

“One very interesting feature of the 
convention is the retention by the 
United States even for the purpose of 
the convention of its right to tax the 
personal property of a citizen of the 
United States no matter where he may 
be resident or domiciled and no matter 
where the property may be situated. In 
other words, if a person were resident 
or domiciled in Canada even for a great 
number of years before death but had 
retained United States citizenship, the 
provisions of the convention would not 
apply to his estate and his property 
would still be subject to taxation by 
both countries to the same extent as it 
would be at the present time. This re- 
servation is set forth definitely in the 
convention and applies only to United 
States citizens. No such reservation is 
made with regard to Canadians, as Can- 
ada has not imposed death taxes on the 
basis of citizenship, but rather on the 
basis of domicile or of the situs of the 
property. 

“Under the Dominion Succession 
Duty Act the rate of duty applicable to 
any property depends upon the total 
amount of the estate wherever situated. 
(There are other elements such as rela- 
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tionship of the beneficiary and the 
amount passing to an individual.) The 
result of this has been that where a citi- 
zen or resident of the United States has 
died leaving a large estate but having 
only a small amount of property in Can- 
ada, the tax imposed by Canada is at the 
rate that would be imposed on the total 
estate if it were all in Canada. The con- 
vention changes this and provides that 
in such a case Canada shall take into 
account only the property situated in 
Canada and the rate applied will be the 
rate as if the property in Canada were 
all the property taxable. In other words, 
for the purpose of the convention Can- 
ada is adopting the United States rule, 
which is very desirable as the applica- 
tion of the present Canadian rule has 
created almost ridiculous situations. 


““A very important provision is for the 
exchange of information between the 
two countries to prevent evasion of tax- 
es and to assist each country to collect 
all the taxes to which it is entitled. 
Whenever it comes to the notice of the 
Commissioner of the United States that 
there is property of a United States de- 
cedent situated in Canada, he is re- 
quired to notify the Canadian Minister 
and the latter is required to notify the 
Commissioner in the reverse case. In 
addition to this obligatory advice, the 
convention provides that the proper of- 
ficers of either country may upon re- 
quest furnish the other with such in- 
formation as they are entitled to obtain 
under the revenue laws of their own 
country.” 


OLDEST BANK IN SOUTH JERSEY 


FIRST CAMDEN 
NATIONAL BANK 
&? TRUST CO. 


Founded 1812 
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Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were reported by these attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

MINNESOTA: James E. Dorsey—Dorsey, Colman, Barker, Scott & Barber, Minneapolis 
NEBRASKA: Frank D. Williams—Cline, Williams & Wright, Lincoln 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 

RHODE ISLAND: Colin MacR. Makepeace—Tillinghast, Collins & Tanner, Providence 


The complete roster of editors appears in July and January. 


Charitable Trusts — Bequest to Subor- 
dinate Unincorporated Charitable 
Body Within Church 


Rhode Island—Supreme Court 


Church of the Holy Name, etc. v. Deserving Poor 
Boys, etc. Ass’n, 38 A. (2d) 143; June 28, 1944. 


The testatrix made a devise to “St. Vin- 
cent de Paul’s Society of the Holy Name 
Parish, in said Providence, its successors 
and assigns forever.” It appeared that this 
Society consisted of five persons appointed 
by the pastor of the Church to serve at his 
pleasure, that it has no funds except such 
as are furnished it by him, and that its 
activities are directed wholly to the assist- 
ance of the poor of that Church, which in 
that manner carries out that part of its 
work. It also appeared that the testatrix 
was a communicant of said Church, that she 
was familiar with these facts and had in 
her lifetime made gifts to the pastor for 
the benefit of the Society. 

HELD: On bill in equity for the con- 
struction of the will, the testatrix intended 
the gift to be to the Church but for the 
benefit of its said Society, and the title 
to the property is so held. 


———0 


Distribution —- Ademption of Bank De- 
posit in Different Branch—Abatement 
of Legacy to Stranger 


California—District Court of Appeal 
Estate of Stevens, 65 A.C.A. 379 (July 19, 1944). 


HELD: (1) Gift to a child of testator of 
bank deposit in designated branch of a cer- 
tain bank not adeemed where the money was 
actually on deposit in another branch of 
same bank. 


(2) There being no assets available for 
payment of a creditor’s claim without re- 
course to one or more legacies, legacy to a 
stranger should be first applied to payment 
of the the debt before invasion of legacies 
given father and children of decedent. 


——— 


Distribution — Elective Share of Surviv- 
ing Spouse — Application of New 
York Statute in Non-Resident Estate 


New York—Surrogate’s Court, Monroe County 
Matter of Smith, 48 N.Y.S. 2nd, 631. 


The decedent, domiciled in Spain, made a 
will applying solely to his property in the 
U. S. and declared therein (pursuant to 
New York D.E.L. §47) that the “validity and 
effect of such dispositions shall be construed, 
regulated and determined by the laws of the 
State of New York.” The will was made 
about four months after the effective date 
of D.E.L. §18; and his widow filed notice of 
her election to take against the will as in 
intestacy. 

HELD: The estate was on the same foot- 
ing as the estate of a resident testator and 
the widow was entitled to her elective share 
in the New York property. 


—_——_—0 


Distribution — Validity in Absence of 
Formal Administration 


Minnesota—Supreme Court 
Holtan v. Fischer, 15 N.W. (2) 206 (July 7, 1944). 


In 1913 A died intestate leaving surviving 
him his widow B, and two children, C and 
D. His estate consisted of a 150 acre farm, 
70 acres of which constituted the homestead, 
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farm animals and machinery, and $3,695 in 
a bank evidenced by certificates of deposit. 
In 1920 B got a decree of descent of the real 
property to herself and the two children. In 
1939, upon petition of C, letters of admin- 
istration upon the estate of A, her father, 
were duly issued to plaintiff. Thereupon, 
plaintiff as administrator brought an action 
against B, C, and D to recover possession of 
personal property on the farm and the cer- 
tificates of deposit which were alleged to 
have been converted. B and D answered al- 
leging that the statute of limitations had 
run against the cause of action, and that no 
conversion occurred because the personal 
property became the property of A’s sole 
heirs. The lower court found that as to all 
the personal property, except the certifi- 
cates of deposit, no conversion occurred be- 
cause the heirs of A dispensed with formal 
administration by an amicable settlement 
of their rights and the distribution of the 
property. As to the certificates of deposit, 
however, no such settlement was found, but 
instead B had converted them. Upon appeal 
the order was reversed and judgment enter- 
ed for defendant B. 


The court said that it is the rule in Min- 
nesota that where there are no creditors or 
where their claims are barred by the statute 
of limitations because not presented to the 
probate court within the prescribed time, 
the heirs entitled to the estate may dispense 
with formal administration by an amicable 
settlement of their rights and the distribu- 
tion of their property, upon the theory that 
without administration personal property 
really vests in the heirs where there are no 
debts. 


Applying the rule to the facts, the court 
held that here there was such amicable set- 
tlement and distribution of all the personal 
property including the certificates of de- 
posit. The court stressed the acquiescences 
of C in the distribution which occurred 17 
years before the present suit as showing 
that such amicable agreement existed. The 
facts showed that C received from B, her 
mother, more than what she was entitled 
to receive from A’s personal property and, 
this being so, the court held that it was 
immaterial what disposition was made of 
the withdrawals by B from the certificates 
of deposit. 

The court, while expressly reserving judg- 
ment upon the defense that the statute of 
limitations had run because of the fact that 
the case was disposed of on its mertis, by 
way of dictum suggested that it would hold 
that the cause of action arose when the ad- 
ministrator was appointed. 
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Distribution — 
Specific? 


What Bequests are 


Rhode Island—Supreme Court 
Haslam v. Alvarez, 38 A. (2d) 158; June 26, 1944. 


The decedent’s property was insufficient 
to pay all legacies of her will in full, and 
it was necessary to abate those which were 
general legacies as compared with those 
which were specific legacies. On a bill for 
instructions as to whether the following leg- 
acies were specific— 

(1) “All my jewelry and personal ef- 
fects,” 

(2) “All household furniture and effects 
owned by me entirely and in which I have 
a half interest under the will of my mother,” 

(3) “All the shares of American Tele- 
phone & Telegraph Company which were be- 
queathed to me by the will of my~mother,” 

(4) “All real estate owned by me or in 
which I may have an interest,” 


HELD: All the foregoing legacies are 
specific and do not abate. With regard to 
the real estate the Court relied to a sub- 
stantial extent on extrinsic evidence and 
other provisions of the will indicating that 
the testatrix had in mind a particular piece 
of real estate which was the only piece that 
she owned. 


——_—_—0 


Living Trust — Revocation of Irrevoc- 
able Trust Where Sole Beneficiary 
Remains 


New Jersey—Court of Chancery 


Fidelity Union Trust Co. v. 1385 N. J. 
Eq. 133. 


Parfner, 


Complainant created inter-vivos irrevoc- 
able trust in 1926. She was then 32, di- 
vorced and had a daughter. The trust in- 
denture. provided that the income was to be 
distributed to the donor for life, and after 
her death, to her daughter, until she attain- 
ed age 35, at which time she would receive 
the corpus. If the daughter died before age 
35, the corpus was to devolve to the donor’s 
“next of kin.” 

The daughter predeceased her mother, 
dying before age 35, and now the donor, 
who is in need of income, seeks to revoke 
the trust, alleging, among other things, mis- 
take, improvidence and lack of independent 
advice. 

HELD: The creation of the trust, in light 
of all of the facts, does not seem to have 
been improvident. Nor did a mistake occur 
as a result of lack of independent advice 
or otherwise. 
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“The rule is well settled that, unless pow- 
er of revocation be reserved, the settlor can- 
not revoke a voluntary trust except with the 
consent of all beneficiaries .. . The converse 
also holds that the settlor, acting in con- 
cert with all the beneficiaries, can revoke; 
and if he is the only beneficiary, he can 
revoke his sole act.” 

From all the evidence, the Court, conclud- 
ing that the donor established the trust 
primarily for herself and daughter, with no 
other beneficiaries in mind, decrees that she 
is now the sole beneficiary and may revoke. 


—————0 


Powers — Appointment — Conflict of 
Laws 


New York—Surrogate’s Court, New York County 


Matter of Mathews, New York Law Journal, Aug- 
ust 9, 1944. 


A New York decedent was given power to 
appoint by his will, the principal of a trust 
established by the will of a Pennsylvania de- 
cedent. Upon the death of the donee of the 
power the trustees under the will of the 
donor accounted in the Pennsylvania court 
wherein an order was made directing the 
payment of the appointive fund to the exe- 
cutors of the donee of the power, without 
any conditions, restrictions or limitations 
upon the executors of the donee of the 
power. In the proceeding in the New York 
court for the settlement of the account of 
the executors of the donee of the power it 
was contended that the question of the 
validity of the exercise of the power was 
not raised in or decided by the Pennsylvania 
court; and the New York court was asked 
to determine whether the power was validly 
exercised and other collateral questions. 


HELD: All of these questions were con- 
cluded by the determination of the Pennsyl- 
vania court. In authorizing the transfer of 
the appointive fund to the New York exe- 
cutors of the donee of the power, the Penn- 
sylvania court necessarily decided that the 
power had been exercised, and it must have 
determined also that the donee had blended 
the appointive property with his own per- 
sonal estate. All such questions were with- 
in the exclusive jurisdiction of the Pennsyl- 
vania court. 

The court distinguished the decision in 
Farmers Loan & Trust Company v. Ferris, 
67 App. Div. 1, on the ground that there the 
trust fund was within New York in the pos- 


session of a domestic corporation as trus-' 


tee; while in the instant case the testamen- 
tary trustee had settled its accounts in Penn- 
sylvania where distribution had been com- 
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pleted, and there was, therefore, no power 
in the New York court to reopen the Penn- 
sylvania proceedings or to override the de- 
termination of the Pennsylvania court. 


() = 


Wills — Probate — No Undue Influence 
by Lawyer, Executor and Beneficiary 


New Jersey—Court of Chancery 
In re Heim, 22 N. J. Misc. 241. 


The will of testator, aged 90, was admit- 
ted to probate on November 19, 1942. No 
caveat was filed, but petitions of appeal 
were taken in 1943 by certain disgruntled 
relatives, alleging lack of testamentary 
capacity, and undue influence by Bauer, de- 
cedent’s lawyer. Bauer drew the will, was 
named executor, and was designated to re- 
ceive a substantial portion of the estate. 


HELD: In determining competency, the 
date on which the will was executed con- 
trols. The evidence indicates mental capac- 
ity on that date. The contention that undue 
influence was exercised by testator’s lawyer 
is not proven. The facts show Bauer neither 
suggested nor encouraged the gift. Con- 
trarily, he expressed surprise at the testa- 
tor’s voluntary gesture. Bauer knew the 
testator for over thirty years, serving him 
during that time. The gift to Bauer was 
affirmed by the decedent, acting as a free 
agent, in the presence of two witnesses. 


0 


Wills — Probate — Undue Influence — 
Partial Invalidity 


Nebraska—Supreme Court 
In re George’s Estate, 15 N. W. (2d) 80. 


HELD: A will may be invalid as to one 
exerting undue influence and valid as to 
legatee for whom no influence was present, 
provided that the parts affected are separ- 
able, and the application of the rule will 
not interfere with testator’s general scheme 
of distribution or work an injustice. 


—_—_——0 


Randolph E. Paul, formerly general coun- 
sel of the Treasury Department and tax ad- 
viser to Secretary Morgenthau, and director 
of the Federal Reserve Bank of New York. 
became a partner in the law firm of Lord, 
Day & Lord in New York City, on Septem- 
ber 1. 





